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Katz Complaint 

UNITED STATES DISTRICT COURT 

For the Southern District of New York 


74 Civ. li:57 

- ■ > ■ - 

George Kate, 

Plaintiff', 

Realty Equities Corporation' oe New York, First National 
Realty axi> Construction Corporation, Royal National 
Bank, Repi’rlic National Like Insurance Company, Peat, 
Marwick, Mitchell & Co., Westheimer, Fine, Berger & 
Co., Morris Karp, Jerome Socher, Theodore I*. Beasley, 
C. J. Skelton, Ronald Rex Beasley, Rorert P. Brady, 
Thomas G. Nash, Jr., Samcel P. Smoot, Neal N. Stanley, 
Hilary H. Evers, Phelim F. O’Toole, Jr., Eliot Janeway, 
Everett Smith, IIorart Taylor, Jr., David Stein, Homer 
Chapin, Hilary Evers, ,Tr., Sam Gittlin, Louis Hubshman, 
Jr., Arthur Stang, A. IT. Franklin, Robert Haslett, J. P. 
Leuzzi, American Sto< k Exchange, Inc., Klein, Hinds & 
Finke, and Alexander Grant & Co., 

Defendants. 


For his complaint, plaintiff alleges on information and 
belief; by Tra Jay Sands as attorney: 

1. This action is brought by plaintiff individually and 
on behalf of a class hereinafter described against defend¬ 
ants because defendants have engaged, are engaging and 
are about to continue acts, practices and one common and 
continuous long course of business which constitutes viola¬ 
tions of the Securities Act of 1!).‘!J (“Securities Act”) of 




2a 


hat: Complaint 

the Securities Exchange Act of 1934 (“Exchange Act"), 
Rule Kill a, thereunder. the Martin Act of New York State 
and common law. which has caused damage to plaintiff and 
I lie class. 

JURISDICTION AND VENU E 

2. The Court has .jurisdiction pursuant to Section 22 of 
the Securities Act. Section 27 of the Exchange Act and 
pendent .jurisdiction. 

ft 

!!. Defendants are found in. and/or has transacted busi¬ 
ness in the Southern District of New York. Acts and 

\ 

transactions constituting the alleged course of business 
and the violations have occurred within this District and 
are connected to such violations. 

PLAI NTIFF 

4. The plaintiff at various times purchased common 
stock of Realty Equities Corporation of New York (“Real¬ 
ty") during and since the violative acts herein and without 
knowledge of such acts being engaged in by defendants. 
Plaintiff has been damaged as a result. 

CLASS ACTION ALLEGATIONS 

5. (a) Plaintiff brings this action as a Class Action pur¬ 
suant to the Federal Rules of Civil Procedure 23(h)(1) 
and 23(b)(3). 

(b) Plaintiff undertakes to adequately protect the inter¬ 
ests of the Class with the assistance of his attorneys. 

(c) Plaintiff brings this action individually and repre¬ 
sentatively on behalf of a class of those who purchased 
common stock of Realty and/or First National Realty 
and Construction Corp. (“FNR”), between January 1, 


Katz Complaint 


19G8 and March 9, 1974 in reliance upon the misrepresenta¬ 
tions hereinafter set forth and without knowledge of the 
omissions hereinafter set forth and have suffered damages 
as a result of the long common continuous course of busi¬ 
ness of defendants, hereinafter described. 

(d) Members of the Class are so numerous that joinder 
is impracticable, there being in excess of 100,000 persons 
throughout the United States. 

(e) Plaintiff’s claims are typical of claims of the Class. 
Plaintiff purchased his securities in a similar manner to 
other members of the Class. Plaintiff has no knowledge 
that any member of the Class has an interest in individ¬ 
ually controlling prosecution of the action and plaintiff 
knows of no other litigation concerning the causes of action 
herein already commenced by members of the Class against 
defendants named herein. A Class Action is superior to 
other methods for efTicient adjudication of the causes of 
action herein since it would be difficult of management to 
attempt to intervene all damaged persons or to commence 
individual actions. Plaintiff does not know of class diffi¬ 
culty likely to be encountered in management of this action. 

(f) Common questions of law and fact predominate over 
questions affecting only individual members. The common 
questions of fact concern the misrepresentations ard omis¬ 
sions hereinafter detailed, and whether same were r.mio-ial 
to members of the Class and the public at large. Common 
questions of law are concerned with whether such alleged 
acts were violative of statutes and Common Law and 
whether said acts damaged the members of the class. 
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DEFENDANTS 

G. Republic National Life Insurance Company (“Re¬ 
public”) lias its offices at .‘5988 North Central Expressway, 
Dallas, Texas. Republic is engaged in the life, accident, 
and health insurance business in 49 states, the District of 
Columbia and Puerto Rico. As of December 31, 1972, 
Republic had approximately 9,400,000 shares of common 
stock outstanding, traded over-the-counter. Republic files 
reports with the Securities and Exchange Commission 
(“SEC”) pursuant to Section 15(d) of the Exchange Act. 
Republic as of December 31, 1972 had in excess of $10 bil¬ 
lion of insurance in fo “ and its investment portfolio 
exceeded $448 million. 

7. Realty Equities Corporation of New York 
(“Realty”) has its principal offices at 375 Park Avenue, 
New York. Realty and its subsidiaries are primarily 
engaged in acquisition and resale of real estate and devel¬ 
opment and management of, and investments in, real estate. 
Realty owns interests in apartment buildings, commercial 
properties, office buildings and shopping centers, hotels and 
land. Classes of Realty’s securities are registered with 
SEC pursuant to Section 12(g) of the Exchange Act. On 
August 3, 1970. trading in Realty’s securities was sus¬ 
pended by the American Stock Exchange (“Amex”), and 
on September 2G, 1973, Realty’s securities, were delisted 
by Amex. 

8. Peat, Marwick, Mitchell & Co. (“PMM”) is a pub¬ 
lic accounting firm with principal offices at 345 Park 
Avenue. New T York, New York. PMM audited Republic’s 
financial statements for Republic’s fiscal years ended 
December 31, 1970, 1971 and 1972. 
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9. Alexander Grant & Co. (“Grant”) is a public 
accounting firm with its offices in the Southern District of 
New York. 

10. American Stock Exchange, Inc. (“Amex”) is a 
registered securities exchange with its office and facilities 
located in the Southern District of New York. 

11. Klein, Hinds & Finke (“KHF”) is a public account¬ 
ing firm with its office in the Southern District of New 
York. 

12. Royal National Bank (“Royal”) is a national bank¬ 
ing institution with its office in the Southern District of 
New York. 

13. Eliot Janeway, Everett Smith, Holbart Taylor, 
Jil, David Stein, Homer Chapin, Hilary Evers, Jr., Sam 
Gittlin, Arthur Stand, A. H. Franklin, Robert Haslett, 
J. P. Lkuzzi, at all or during a portion of the relevant time 
herein, were directors of Realty and actively involved in 
knowledge and activity relative to the violative conduct 
hereinafter alleged. 

14. Westheimer, F me Berger & Co. (“Westheimer”) 
is a public accounting firm with its offices at 1301 Avenue 
of the Americas, New York, New York. Westheimer 
audited Realty’s financial statement for Realty’s fiscal 
years ended March 31, 1971, 1972 and 1973. 

15. Morris Karp (“Karp”), resides at 63 Mamaroneck 
Road, Scarsdale, New York, is president, chief executive 
officer and a director of Realty. 

16. Jerome Socher (“Socher”), resides at 136 East 
36th Street, New York, New York, is treasurer of Realty 
and has been responsible for preparation of its quarterly 
and annual financial statements. 
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17. Theodore P. Beasley (“T. Beasley”), resides at 
4260 Bordeaux, Dallas, Texas, at all times relevant hereto, 
lias been Republic’s chief executive officer, Chairman of the 
Board, and member of its Executive Committee and 
Finance and Investment Committee. 

IS. Clarence J. Skelton (“Skelton”), resides at 7517 
Spring Valley Road, Dallas, Texas, at all times relevant 
herein, was president and director of Republic and mem¬ 
ber of its Executive Committee and Finance and Invest¬ 
ment Committee. Skelton is now vice chairman of the 
board of Republic and chairman of Republic’s Executive 
Committee. ‘ 

19. Ronald Rex Beasley (“R. Beasley”), resides at 
2785 West Bay Circle, Dallas, r J L’exas, at all times relevant 
hereto was executive vice president and a director of 
Republic, chairman of its Executive Committee and p. mem¬ 
ber of its Finance and Investment Committee. 

20. Robert P. Brady (“Brady”), resides at 70(59 Iron- 
gate, Dallas, Texas, at all times relevant hereto, was execu¬ 
tive vice president, chief actuary and director of Republic 
and member of its Executive Committee and Finance and 
Investment Committee. 

21. Thomas G. Nash, Jil (“Nash”), resides at 5545 

Charlestown Drive, Dallas, Texas, at all times relevant 
herein, was genc-rr-' ' 1 lsel of Republic, executive vice 
president in cht" Investment Division, director of 

its Executive Col i . . let and Finance Committee. Nash is 
now president of R '.public. 

22. Samuel P. Smoot (“Smoot”), resides at 6806 
Stephanie, Dallas, Texas, at all times relevant hereto, was 
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senior vice president, treasurer and director of Republic, 
and member of its Executive Committee and its Finance 
and Investment Committee. 

23. Neil N. Stanley (“Stanley”), resides at 3503 Hill- 
brook, Dallas, Texas, at all times relevant hereto was vice 
president and actuary of Republic and its chief financial 
officer with responsibility of preparing its financial state¬ 
ments. 

24. Hilary H. Evers (“Evers”), resides at 2374 Grandin 
Road, Cincinnati, Ohio, is a mortgage and real estate 
broker. He served as director of Realty from 1968 to 
1969. In 1971 and 1972 he acted as a “finder” of appraisers 
and appraisals for Realty. 

25. Phelim F. O’Toole, Jr. (“O’Toole”), resides at 
18 South Kings Highway, St. Louis, Missouri, is president 
of Phelim O’Toole Real Estate Company, St. Louis, 
Missouri, and is a real estate appraiser and a Member of 
the Appraisal Institute (“M.A.I.”). 

BACK G ROUND INFORMATION 

26. Between January 1968 and April 1970, Republic 
invested $17 million in Realty and $4.6 million in Realty’s 
affiliate, First National Realty & Construction Corp. 
(“FNR”). During times relevant hereto, defendant Karp 
was president and principal executive officer of FNR, 
Republic's initial investment in Realty and FNR, which 
in large part financed acquisition by Realty of properties 
bearing Repurlic mortgages, consisted of the following: 

27. (A) On or about January 16, 1968, Republic pur¬ 
chased $6 million of 7*4% notes of Realty. 
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(li) On nr about June 5, 19(18, Republic purchased $1.5 
million of 6% debentures of Realty. 

(C) On or about December 13, 19(>S, Republic purchased 
$2.<i million of (>% notes of FNR. 

(11) On or about August 28, 19(19, Republic purchased 
$2 million of 7%% notes of FNR. 

(R) On or about September 25, 19(19, Republic for $2 
million purchased 20,000 shares of Realty senior preferred 
stock. 

(F) On or about April 1(1, 19(19, Republic purchased for 
$1.5 million. 15,000 shares of Realty senior preferred stock. 

(0) On or about April 29, 1970, Republic purchased $(! 
million of 7*5% notes of Realty. 

2*. I’rior to 1970, Republic disposed of $3 million of 
the 7F./r Realty notes it acquired January 19(18. At 
September 1970, Republic had net investment in Realty 
and FNR of $1S.(1 million. Additionally, by September 
19,0. Republic was holding ov< r $30 million in mortgages 
on properties owned or managed by Realty or FNR which 
had been acquired as described in the paragraph below. 

29. Concurrently and as a condition to purchase of 
securities of Realty and FNR by Republic described above, 
both Realty and FNR acquired real estate properties from 
third parties who owned the properties subject to large 
Republic mortgages. The properties included five hotels, 
office buildings, residential property, and vacant land. The 
properties had operated at cash flow deficits in that income 
was insufficient to pay expenses of operating and also to 
provide for debt service to Republic. Realty could not 
have afforded to make the cash investment necessary to 
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purchase and operate the properties at a cash How loss 
without the making of the above-described investments in 
Realty by Republic. 

HO. In mid-1970, Realty's financial condition worsened. 
In August 1970. Ainex suspended trading in Realty secu¬ 
rities. Realty’s then independent public accountants, 
Alexander Grant & Co., disclaimed an opinion on Realty’s 
financial statements for the year ended March 31, 1970. 
On August 3, 1970. Realty disclosed it expected to report 
a loss of $S.7 million for the year ended March 31, 1970. 
In September 1970, Realty reported a loss of $13.2 million 
for the year ended March 31, 1970 and simultaneously 
restated earnings for its prior fiscal year ended Marcli 31, 
1969 downward from $1.52 per share to $0.02 per share. 
Realty’s accumulated deficit at March 31, 1970 was $16.6 
million. 

31. By September 1970, Realty was in financial trouble, 
Republic’s investment in Realty was in jeopardy and 
Republic faced a write-down of a large i>ortion of the 
Realty paper it held. 


COUNT 1 

Violations of Section 10(b) of tin* 

Securities Exchange Act of 1934 
and Rule 10b-5 thereunder. 

32. All allegations above are hereby realleged and 
incorporated herein. 

33. From in or about September 1970 to the present, 
defendants, directly and indirectly, singly and in concert 
and as part of one long course of conduct, and aiding and 
abetting each other, by use of means and instrumentalities 
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of interstate commerce and of mails, employed devices, 
schemes and artifices to defraud, made untrue statements 
of material facts, and omitted to state material facts neces¬ 
sary to make statements made not misleading, and engaged 
in acts, practices and a course of business which operated 
as fraud and deceit upon persons in connection with pur¬ 
chase and sale of securities, including securities of Republic 
and Realty and FXR, all in violation of Section lO^b) of 
the Exchange Act 115 F.S.C. 7S,j(l>)] and Rule 10b-5 there¬ 
under (17 CFR 240.1 Oh-5), as more fully described herein. 

>>4. The aforesaid scheme, fraudulent acts and course 
of business consisted of T. Beasley, Skelton, Xash, R. 
Beaslkv, Brady, Smoot and Stanley, in concert with the 
others, having Republic, among other acts with the other 
defendants. 

(A) invest further substantial sums in Realty and 
FXR in an attempt to protect and conceal the fact of 
Republic’s failing investment in Realty and FXR; 

(B) conceal from Republic’s shareholders and the 
Insurance Department of tin* State of Texas such 
further investment by Republic in Realty and FXR 
by converting such investment initially to companies 
serving as conduits for channeling Republic funds 
and subsequently by converting such investment into 
excessive mortgages on properties acquired by 
Realty and FXR with funds from Republic; 

(C) fraudulently report material amounts of 
income of Republic which was in fact generated by 
Republic’s advancing substantial sums to Realty 
and FXR which were immediately returned to 
Republic as interest payments on debt owed to 
Republic ; 

(D) overstate assets of Republic in reports fur¬ 
nished to shareholders of Republic and to the Insur¬ 
ance Department of the State of Texas. 
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35. In September 1970, Realty’s liquidity and cash flow 
problems bad become acute, and Realty was unable to meet 
its current obligations including obligations to Republic. 
Republic requested that Mercantile National Rank of 
Dallas, Texas (“Mercantile”) make a loan to Realty. On 
September l(i, 1970, Mercantile loaned $12 million to Realty 
at 10% interest. The loan was supported by an irrevocable 
take-out commitment by Republic to Mercantile. Lnder 
the terms of the commitment, Republic agreed to purchase 
on March 15, 1071 a 50% participation in the balance of the 
principal and interest then owing, and on September 15, 
1972 to purchase the balance of the principal and interest. 
Mercantile is and has been Republic’s principal bank. T. 
R easley is a director of Mercantile and J. D. Francis, 
Chairman of the Hoard of Mercantile, is a director of 
Republic. 

36. Approximately half the proceeds of the $12 million 
Mercantile loan to Realty were immediately disbursed to 
Republic, as follows: 

(A) $4,(526,562.50 to repurchase, at par plus 
accrued interest, $4.5 million face amount of 7i/>% 
notes of Realty; 

(R) $481,500 to repurchase from Republic that 
face amount of Realty’s 6% debentures; and 

(C) Realty loaned FNR $1 million with which 
FNR purchased from Republic $1 million face 
amount of 6% debentures of Realty. 

37 . The infusion of new capital into Realty and its affil¬ 
iates by Republic through the Mercantile loan in September 
1970 enabled Realty to have funds to pay to Republic’ cur¬ 
rent and accrued interest on notes, mortgages and obliga- 
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tions. Further more, the infusion of funds enabled Realty 
to repurchase at par plus accrued interest, the said Realty 
notes and debentures. At the time, such notes and deben¬ 
tures were worth considerably less than par value. 

MS. By letter dated October .‘50, 1970, the Committee on 
Valuation of Securities of the National Association of 
Insurance Commissioners (*‘NATC”) advised Republic of 
the recommendation of its staff that debentures of Realty 
be valued at zero for statement purposes at December Ml, 
1970. 

M9. On November 0, 1970, Arthur Andersen & Co. then 
Republic’s auditors, sent a letter to Republic which stated, 
among other things: 

“Based upon information now available to us, we 
have concluded that qualification of our auditor’s 
report relating to the 1970 financial statements of 
Republic National Life Insurance Company will be 
required. The extent of such qualification is not 
determinable at this time. . ..” 

40. Said letter also cited the significance of Republic’s 
involvement with Realty, likelihood of its material effects 
on Republic’s financial position at December Ml, 1970 and 
results of Republic’s operation for the year then ending, 
and set forth Andersen’s belief that Republic’s 1970 finan¬ 
cial statements should include complete and informative 
disclosure of these matters and that examples of such dis¬ 
closures include: 

“Segregation within the balance sheet of all invest¬ 
ments in Realty and affiliates.” 
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“Information regarding commitments to Realty and 
affiliates together with appropriate description as 
to Realty’s current financial condition, 

“information relating to all significant transactions 
between Republic and Realty or its affiliates. . . 

41. In December 1970, Republic terminated Andersen’s 
engagement as auditor. In February 1971, Republic’s 
financial statements for calendar year 1970 were signed by 
defendant Stanley, Republic’s actuary, not then certified 
by independent public accountants. In February 1972, 
I'MM issued unqualified opinions on Republic’s 1970 and 
1971 financial statements. 

42. On or about December 11, 1970, Republic mailed a 
proxy statement to its shareholders, seeking authorization 
to issue 1,490,000 shares of Republic stock for all outstand¬ 
ing shares of Pacific National Life Assurance Co. and 
140,01)0 shares of Republic stock for all outstanding shares 
of Kastern Empire Life Insurance Company. Such proxy 
statement included financial statements of Republic for 
nine months ended September 30, 1970. 

43. On or about December 11, 1970, Pacific mailed a 
proxy statement for the proposed merger to Pacific’s share¬ 
holders. Pacific’s proxy statement included financial state¬ 
ments of Republic for the fiscal year ended December 31, 
19G9 which were supplied to Pacific by Republic. 

44. The financial statements of Republic contained in 
the Republic proxy statement were false and misleading in 
that they contained no disclosure of Republic’s large invest¬ 
ment in Realty as of September 30, 1970. Furthermore, 
such financial statements reported income for Republic’s 
first three quarters of 1970 of $2.3 million. Of such income, 
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a material percentage arose from transactions between 
|{i;prnu(' and Realty and should not have been recognized 
by Republic as income, with Realty’s problems. 

4o. The proxy materials are false and misleading in 
that the substance, nature, extent and materiality of 
Republic’s involvement with Realty is not disclosed, nor 
Realty’s problems. 

4(i. The mergers of Pacific and Eastern into Republic 
were consummated, and the aforementioned falsi* and mis¬ 
leading proxies were voted upon and executed by the 
respective shareholders, not knowing of Realty’s distress. 

47. In December 1970, immediately prior to close of 
Republic's fiscal year, Republic and Realty entered into a 
$25.7 million transaction which had the effect of restructur¬ 
ing Realty’s debt to Republic and paying off Realty's loan 
from Mercantile, thereby removing Republic from its take¬ 
out commitment. Republic made loans totalling $2.3 million 
to four corporations which were either subsidiaries of 
Realty or its affiliates or in nominee names, but then under 
control of Realty, called Automated Realty Services, East 
Side Equities, Graycrat Corp. and Property Investment 
Company. The four corporations simultaneously paid for 
assets that were placed in them by Realty at REALTY-fixed 
prices. Realty received the $23 million for such assets. 
The assets included real property, notes, debentures, mort¬ 
gages, leaseholds, and stock interests in other Realty sub¬ 
sidiaries. In addition, Republic purchased from Realty 
six mortgages for an aggregate of $3,235,000. 

4S. The money received by Realty in the transaction 
were used as follows: 
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(A) $12,293,333 was used to pay off, with interest 
the Mercantile loan in which Republic had the take¬ 
out commitment. 

(P>) $4,590,937 went hack to Republic to repur¬ 
chase from Republic some of the 7V,% Realty notes 
at par plus accrued interest. 

((’) $3,525,180 went to Republic to repurchase 
from Republic as par plus accrued interest the 35,000 
shares ot Realty preferred stock which Republic 
""had previously purchased from Realty. The pre¬ 
ferred stock was simultaneously “sold” to Auto¬ 
mated Realty. 

(I)) Tn addition. Realty made November and 
December mortgage payments to Republic on some 
mortgage obligations. The FNR note payments due 
in early 1971 were paid in advance, hotel mortgage 
payments then in arrears were paid, and future 
mortgage payments due Republic in amounts exceed¬ 
ing $400,000 were placed in escrow for payment to 
Republic. 

49. The effect of the December 1970 transaction was 
that Republic removed the remaining unsecured Realty 
securities, which it still held after the Mercantile loan trans¬ 
act! n of September 1970, from its books at par without 
posting losses, was removed from its take-out commitment 
to Mercantile, and cured defaults to Republic mortgages 
which Realty was unable to pay. At conclusion of the 
transaction. Republic held notes of four REALTY-controlled 
corporations whose only assets were acquired from Realty 
at Ri ALTY-set prices. 
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.')(). At dose of 1!>70, Republic’s aggregate investment 
in Realty and its affiliates totaled in excess of $f>6 million, 
out of total re])orted Republic assets of $277 million. 

• >1. From January I. 1!)71 tlirough September .'»(), 1971, 
Realty’s liquidity problems continued. Realty closed its 
fiscal year on March 91, 1971 with a loss as reflected on its 
annual report of $19.(! million. For Realty and its affiliates 
to remain reasonably current during this period on its obli¬ 
gations. it was necessary for Republic to infuse new cash 
to Realty through more transactions in which Realty 
would end up with cash to give hack to Republic, thus hid¬ 
ing Realty s problems. 

(A) New mortgages were placed by Republic 
directly on real properties owned by Realty and its 
affiliates which totaled in excess of $2.2 million. 

(I») Five mortgages owned by Realty were trans¬ 
ferred to Republic for $92().(MM). 

((’) Realty placed some assets, mainly leasehold 
interests in Washington, D.C. area residential prop¬ 
erties into a shell corporation, Q. D. Realty, and 
obtained a non-recourse loan from Republic for 
Q. R. Realty of $4 million. Realty received the $4 
million from Q. R. Realty in exchange for its equity 
interest in the assets. After completion of the trans¬ 
action in May 1971, the stock of Q. R. Realty was 
transferred to a third party for no consideration. 

(R) Reai.t. sold leasehold interests to Investors 
Funding Corporation of New York (“Investors”) 
for $2 million. Realty gave Investors an option to 
pay $2 million in cash or give to Realty $9 million 
in face amount of long-term debentures of Investors 
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with a less-than-current market interest rate. Inves¬ 
tors elected to pay Hkai.tv in its debentures. Realty 
arranged to transfer tlie debentures to Republic for 
$.'{ million. 

(E) The cash received by Realty in parts (A), 
(IS). ((.') and (I)) above was in large part directly 
returned to Republic to pay accrued and past due 
interest and to restructure existing debt. In the 
largest of these transactions, the $4 million received 
from Republic by Realty in the Q. D. Realty trans¬ 
action, $2,(!(!■>,()(H) went to Republic to pay accrued 
interest and reduce principal of a loan made to (Jray- 
crat Corporation, by Republic in December 1970 in 
the transaction described above. 

f>2. In October 1071, Republic loaned Product Enter¬ 
prises Porp., a Realty afliliate, $(i million secured by Prod¬ 
uct Enterprise nonrecourse debentures. The $li million 
went to Realty for assets which were mainly various inter¬ 
ests in real properties. Realty set the prices. Realty 
simultaneously used $4 million to repurchase from Repub¬ 
lic, notes at par value plus accrued interest, of Property 
Investment Company as above described. 

7)3. In October 1071. Republic advanced $S million to a 
shell corporation called Unity Industries by purchasing 
Unity’s debenture. The cash was transferred to Realty 
for Realty assets which were placed in Unity Industries at 
REALTY-set prices. One asset placed in Unity was the fee 
interest in a ranch in Idaho upon which Republic has previ¬ 
ously placed a $1.2 million mortgage. The same propertv 
had been sold just prior to Republic’s placing the $1.2 mil¬ 
lion mortgage for $470,000. Q. D. Realty which had been 
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loaned $4 million by Republic in May 1971, was merged 
into I nity. I nity's aggregate debt to Republic was over 
$)•! million, and based n|mn operating history of tin* assets 
which were placed into Unity, it had no prospect for meet¬ 
ing its obligations. The ! ni t \ stock was transferred to 
third parties for no consideration. The cash received bv 
Realty in this transaction in large part went back to 
Republic to pay off Ur. alia debt. 

■ >4. In October 19< 1. Republic decided to rid itself of 
notes and debentures it hold on various Realty- related enti¬ 
ties which had borrowed Republic money to purchase 
Rem.’ia assets. 

’•). I * i: im • m .i > advised Realty that it would accept real 
property supported hy appraisals in satisfaction of debt. 
Republic ay:reei| it would place largo mortgages on raw 
land to be acipiired by Rr.Ai.TV subsidiaries or nominees on 
a non-recourse basis to Realty, in exchange for notes and 
debentures it held on its books. 

ob. Realty did not own large tracts of land and went 
into the market and arranged to buy a number of tracts 
through nominee subsidiaries. Since Realty had no cash 
to purchase the tracts, it was necessary for Republic to 
place the mortgages on the land simultaneously with the 
closing of the purchase of the land by Realty from third 
parties so that Realty could use part of the proceeds of the 
mortgages to pay for the land. 

a7. Tn the first of the mortgntre-swap transactions, on 
November dO, 1971, R. Td. Duchess Corp., a Realty subsidi¬ 
ary, purchased ^ ,040 acre 1 ract in Loudoun County, Virginia, 
for $2,700,000. Simultaneously, R. K. Duchess borrowed 
$b,d00,000 from Republic secured by the land and prepaid 
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$500,000 in interest to Republic. Republic gave Realty its 
elieck for $0.5 million. Realty used $2,700,000 to pay for 
Hie land and $2 million went back to Republic for "pur¬ 
chase" of debentures of Laity Industries. Realty retained 
approximately $1,200,000 for corporate purposes. 

58. On December 22, 1971, nine days before the close of 
Republic’s fiscal year, Realty and Republic closed a trans¬ 
action involving in excess of $21 million, the net result of 
which was the removal of debentures of Unity, Q. D. 
Realty, Automated and Product from Republic’s hooks. 
The major component of the transaction was swap of 
debentures for mortgages as in the Loudoun transaction 
above. Tt also involved cancellation of pre-existing Realty 
debt. The components of the transaction which occurred 
on December 22. 1971, art 1 as follows: 

(A) A Realty subsidiary. Wambat. purchased a 
21.000 acre tract in the Adirondacks region of New 
York State for $2,150,000. Republic simultaneously 
placed a $12,450,000 mortgage on the property, and 
Republic money was used by Realty to pay for the 
land. 

(B) Republic placed a mortgage for $1.4 million 
on a 122 acre tract in West Palm Beach, Florida, in 
favor of a Realty nominee subsidiary. Wambach 
Realty Corp. Realty contracted to purchase the 
land for $022,000 and closed the purchase on the 
same date as the mortgage, using Republic money 
to pay. 

(C) Republic made a loan of $4,100,000 to a 
Realty subsidiary. Medical Arts Sanitarium, Tne., 
which was operating a hospital in New York. 
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(I)) Realty contracted for purchase of a 1395 
acre tract in Lake Havasu, Arizona, for $2.4 million. 
On December 22, 1971, Realty sold it to Republic for 
$5.2 million using Republic money from the pro¬ 
ceeds. 

(H) Realty sold to Republic a 20(5 acre tract in 
Harriman. Xcw York, for $4.4 million. At the same 
time, it closed on its contract to purchase the land 
for the sum of $1,5(52,000. Realty used Republic 
money to purchase the land. 

(F) Realty purchased an A&l* Supermarket in 
Yonkers, New York, for $.'505,000 and simultaneously 
resold it to Republic for $550,000. 

59. In the l)< ■(•ember 22, 1971 transaction. Realty re¬ 
ceived an aggregate of $31,103,000 from Republic, of which 
$S million was used to purchase the land described above. 
Realty retained $2.0 million. The remainder came to Re¬ 
public for interest payments on other outstanding mort¬ 
gages. $20,293,000 went back to Republic, as follows: 

(A) For purchase of $0,800,000 in face amount of 
W/t debentures of I’nity Industries, Inc. 

(B) For purchase of $0,000,000 in face amount of 
debentures of Product Fnterprises Corp. 

(C) For purchase of $4,000,000 Promissory Note 
of Q. I). Realty, Inc. 

(I) ) For purchase of $3,000,000 in face amount 
of debentures of Automated Realty Services, Inc. 

(K) To cover accrued interest on the above. 
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(iO. At year-end 1971, Republic’s investment in Realty 
and REALTY-related entities aggregated in excess of $S6 
million, out of total reported assets of $412 million. 

(51. The two largest mortgages on Republic’s books in 
1 ‘>72 were the Loudoun and the Adirondaeks mortgages. 
At least by the latter part of 1972, Republic realized that 
the Realty nomine*' corporations which owned the fee in¬ 
terest in the two mortgages would not be making the large 
payments soon becoming due. Realty and Republic agreed 
upon a plan by which the mortgages could be kept current. 

(>2. In October, 1972, Republic came to Realty for help. 
Realty owned the fee interest of an industrial complex in 
Enfield. Connecticut, known as the Bigelow-Sanford Com¬ 
plex. The principal tenant in the complex was the Bigelow- 
Sanford Carpet Company. The carpet company had been 
phasing out its operations for several years and had given 
Realty notice that it did not intend to renew its lease 
which would expire on Jn’v 1972. There were no other 
major tenants of the complex and prospects for finding a 
tenant for the antiquated industrial site were dim. Several 
years earlier. Realty had offered Republic an interest in 
the Bigelow-Sanford Complex, but after inspecting the 
property Republic had refused to make any investment 
therein. Tn October 1972, however. Republic and Realty 
devised a scheme whereby the mortgage payments on the 
Adirondaeks and Loudoun tracts could be paid. The 
mechanics of the “Enfield” transaction were as follows: 

(52. Re lty created a lease of the Bigelow-Sanford tract 
to Enfield Properties Corp.. a Realty subsidiary, providing 
for annual lease payment, to Realty, of $100,000 per year. 
With the lease as security, Republic granted a $5 million 
leasehold mortgage to Enfield. As the carpet company’s 
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K*as«» was soon to t*x|»ir«■ and there were no other tenants 
tor tlie vast tract in sight. Enfield Properties Corp. had 
little prospect of being able to make the annual payment to 
Realty of its mortgage payment to Republic. As part of 
the transaction. Enfield Properties Corp. acquired for 
$15,000 the two shell corporations that held title to the 
Adirondacks property eiicumhered by a $1M.5 million Re¬ 
public mortgage and the Loudoun, Virginia, tract encum¬ 
bered by a $0.5 million Republic mortgage. Of the $5 mil¬ 
lion Republic paid to Enfield for the leasehold mortgage, 
$1.7 million went back to Republic to pav the Republic 
mortgages on the two tracts soon becoming due. Republic 
thus paid its mortgages with its own money. Republic 
treated the greate>t part id’ the $1.7 million as income on 
Republic's income statement. Enfield transferred the re¬ 
maining $0.d million to Realty and Realty sold some de¬ 
bentures and other assets oi dubious value to Enfield for 
a part of the $•'!..'! million. Ri.alts also satisfied the second 
and third mortgages on their fee interest which totaled 
$11,050,000 for a fraction of their face amount. Realty 
ended up with in excess of $2 million in cash. After the 
above transactions had been concluded. Louis Hubshman, 
•Tr. (‘‘TTubshman"). former vice president of Realty, ac¬ 
quired Enfield lor no consideration, knowing that he was 
aiding the scheme. 

04. On dune 110. 1072. Realty purchased a shoppingeen- 
ter in Levittmvn. Pennsylvania, for $2.3 million and simul¬ 
taneously obtained a mortgage from Republic for $4 mil¬ 
lion, using proceeds of the mortgage to pay for the prop¬ 
erty. Of the remainder, $1,150,000 was returned to Repub¬ 
lic as prepayment on various hotel mortgages. 

05. On October <i. 1072, Republic acquired from Realty 
in satisfaction of $1,500,000 in Rea r,TV-related indebtedness, 
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two notes of Great Plains Hotel Co., Inc. The Great Plains 
notes aggregate $11,650,000 in face amount, bear no interest 
and do not provide for payment of principal until Decem¬ 
ber 31,1987, at which time payments of annual installments 
of $150,000 art* scheduled to begin. 

(J6. On October 20. 1972. Iii.w-r.ue pa d $1,200,000 to a 
Realty aililiate. h'N K. to purchase a corporate note ot 
Educational Development & Research Corporation. Pro¬ 
ceeds from this transaction were returned to Republic to 
pay l{i;.\i,Tv-relaled debt. 

67. On October 5. 1972. Republic granted Realty a $3 
million mortgage on a lensehol I interest in a shopping 
center which was ourchased contemporaneously by Realty. 
Of tin* $3 million received by Realty. $1 million was used 
to actpiire Reai.iVs interest in the shopping center and $3 
million returned to Republu to acquire, at par ]> 11.s accrued 
interest, notes and mortgages previously translerred to 
Republic by Realty. The notes and mortgages were 
secured by decaying properties in Newark, Paterson and 
Hoboken. New Jersey, and Albany. New \ ork. Most were 
in default. 

6S. At \oar-ond 19" J. Rlpublic's investment in Realty 
and related entities aggregated at least $1US million, out 
of total reported assets of $44^ million. 

(i9. While !\ei>i iii.i« was continuously making new loans 
to Realty and its related parties from January 1. 1968 
through the present. Ri ai.ty and its atliliated companies an I 
persons were obligated to pay to Republic interest on the 
loans and mortgages already on Republic’s books. Republic 
accrues such interest due and payable as income in the 
period of accrual. 
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70. hi Republic's fiscal years 1070, 1071 and 1072, a 
material portion ol' Republic’ s reported income was derived 
from accrued interest on REALTY-relatcd debt. The amounts 
of such pre-tax income arising from Hkalty transactions 
is at least as follows (reported net income of Republic in 
parentheses): 

Year ended December 31, 


1070 

$2 million 

($ 4,083,274) 

1071 

$2 million 

($ S.lil 7.305) 

1072 

$3.5 million 

($10,381,517)) 


71. While Republic was reporting interest accrued and 
received on REALTY-related debt as income in its annual 
reports to its shareholders, to the SKC and the public, it 
was continuously making new loans and expanding its debt 
base with Realty and Reai.i v-related entities. Of such 
reported income, a material percentage was attributable to 
cash received by Republic from Realty. The source of this 
cash was loans made to Realty by Republic when financing 
was not otherwise available to Realty. The ultimate col¬ 
lectibility of these loans was in doubt. Republic should not 
have recognized income therefrom, knowing of Realty’s 
condition. 

72. Republic, in its fiscal years ended December 31, 1070, 
1071 and 1072 invested a substantial portion of its asset- 
in Realty, its affiliates, nominees and related entities or in 
properties which had been obtained from Realty and its 
related companies in satisfaction of debt. Republic failed 
to disclose that a large portion of its assets had been 
invested in Realty, then in grave financial difficulty and 
aided Realty and other defendants in misrepresenting the 
true nature of Realty’s condition. 
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73. Republic thus overstated its assets in its financial 
reports filed with the SEC and others in order to hide the 
Realty financial problems and as part of the scheme to 
withhold disclosure of the substi|pee, nature, extent and 
materiality of Republic's transactions with Realty, and to 
buoy up Realty’s image. 

74. T. Beasley, Nash, R. Beasley, Brady, Skelton, 

Km >ot and Stanley participated in the aforesaid scheme 
and fraudulent course of conduct in execution of their 
respective offices at Republic. Nash negotiated terms of all 
Republic-Realty transactions from February 1, 1972 until 
the present. T. Beasley, as chief executive officer of 
Republic, is responsible and exercised supervisory and 
review function for conduct of all Republic’s affairs includ¬ 
ing Republic’s investments in Realty. T. Beasley partici¬ 
pated in negotiation of significant transactions aforesaid. 
R. Beasley, Bkauy, Skelton, and Smoot, in addition to their 
other offices, were members of Republic’s Finance and 
Investment Committee, which approved virtually every 
transaction between Republic and Realty, and all said 
defendants wen* members of that Committee. R. Beasley. 
Brady Skelton, Smoot, Nash and T. Beasley, at all 
relevant times served on Republic’s Board of Directors 
and were charged with ultimate responsibility for Republic 
affairs including its investments and its non-involvement 
in the fraudulent scheme herein described. 

75. From in or about January 1. 1970 to the present, 
PMM and Republic and the individual defendants con¬ 
nected with Republic directly and indirectly, singly and in 
concert and aiding and abetting each other, by use of means 
and instrumentalities of interstate commerce and of mails, 
employed devices, schemes and artifices to defraud, made 
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untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading and engaged in acts, practices and a course of 
business which operated as a fraud and deceit upon certain 
persons in connection with the purchase and sale of securi¬ 
ties of Realty and FNR, in violation of Section 10(b) 
ox the Securities Fxchange Act of 1034 [Id F.S.C. 7Sj(b)J 
and Rule 10b-5 thereunder (17 C'FR 240.10b-5). 

76. As a part of the aforesaid scheme. I > AI Al issued its 
audit report, including its unqualified opinion on the finan¬ 
cial statements of Republic for the years 1970, 1071 and 
1072 when such financial statements were materially false 
and misleading in the manner and in the respects more hilly 
set forth herein. 

77. Prior to issuing its auditor's report for Republic’s 
fiscal years 1070 and 1071. I’M M had received and reviewed 
Arthur Andersen ik Co.'s November <i. 1070 letter to 
Republic, the outlines of w hich are alleged above. 

COP NT II 

| Section 10(b) of the Fxchange Act 
and Rule 10b-d thereunder] 

The preceding paragraphs are realleged and incorpo¬ 
rated herein. 

78. From in or about March 1. 1060 to the present. 
Realty, FNR. Karp and Socher, directly and indirectly, 
singly and in concert and aiding and abetting each other, 
by use of means and instrumentalities of interstate com¬ 
merce and of mails, employed devices, schemes and artifices 
to defraud, made untrue statements of material facts, and 
omitted to state material facts necessary to make the state- 
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merits made not misleading and engaged in acts, practices 
and a course of business which ojierated as a fraud and 
deceit upon certain persons in connection with the purchase 
and sale of securities, including those of Realty and 
Republic, all in v iolation of Section 10(h) of the Exchange 
Act [1.'» U.S.C. 7S,j(b)] and Rule 101>-5 thereunder (17 CFR 
240.1 Ob-5). 

d). Kahp and Sex hkr caused Realty and FAR to - 

(A) Engage in and report transactions in Realty’s 
and FXITs .11)71, 1072 and 197S financial statements, 
as bona fide, arm's-length business transactions w hen 
in tact such transactions were not as reported and 
were part ol a fraudulent scheme and long course 
of conduct which had as its purpose creation and 
maintenance ot appearance to the investing public, 
shareholders, SEC and Ainex that Realty and FXR 
were and are viable business entities when in fact 
they was |sic| not and were close* to ceasing to exist 
as on-going entities and: 

(R) Falsely and fraudulently report as income 
proceeds of Republic mortgages when in fact such 
proceeds were immediately channeled back to Repub¬ 
lic. 


SO. In March 1072, immediately prior to the close of 
Realty's fiscal year. Realty transferred the subsidiaries 
holding title to the Adirondacks and Loudoun land shell 
nominees for nominal consideration. Realty falsely 
declared as income for its fiscal year ended March SI, 1072, 
the excess of Republic mortgages ($20 million) over pur¬ 
chase prices ($<i million). Realty never realized any of the 
$14 million it reported as income since the $14 million went 
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immediately back to Rrrnu.ir as a part of the fraudulent 
scheme for debentures of Kkai.i v-related entities taken back 
by Realty at par value. At the time, such debentures were 
worth a small fraction of face value. 

SI. On or about February 11, 1071, Realty created a 
corporate entity called S. I). Associates, Inc. (“S. 1).”). On 
February 12, 1 f>71 . Ri.ai.tv transferred assets into S. ])., 
namely several mortgage notes on apartment properties 
and an operating lease on an apartment building in Now 
Jersey managed by Realty. These assets were carried on 
Realty's books as approximately if 1(10,1)00. S. I). issued to 
Rkai.ty a $4,000.1100 note at a z>'/r interest rate, with interest 
and principal payable in a single payment in 1070. The 
note was signed at Kaiic’s request by the owner of a small 
men's liaberdaslierv store, who signed the note in his capa¬ 
city as president of S. I). The note was a corporate note 
w ithout recourse to the party w ho signed on behalf of S. I). 

N2. On February 12. 1071. Rkai.ty sold to S. 1). an option 
to acquire, for $1 million, all assets of Realty Equities Suf¬ 
folk Downs, Inc. which owned a racetrack. S. 1). on the 
same date transferred its option to National Raceways, 
Inc., which then exercised the option by paying Realty $1 
million. 'Flu* document transferring to National S. JVs 
option on the racetrack assets was signed by the same indi¬ 
vidual who signed the $4 million note of S. D. 

Sd. In August 11)71, Rkai.ty, its subsidiaries and affili¬ 
ates were indebted to Royal National Bank of New York 
(“Royal") for $S,.T>(),1.'!!). Royal was over its legal lending 
limit with respect to its Rkai.ty -related debt. To create 
the appearance of elimination of such debt, Realty and 
Royal arranged the following transactions on August 5, 
1971: 
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(A) Republic loaned Realty million which 
Realty paid to Royal; 

(li) Royal purchased from Realty for $2 million 
a mortgage on premises known as the Queen Char¬ 
lotte Hotel in Charlotte, North Carolina. Republic 
dele t*red a letter agreement to Royal pursuant to 
which Republic agreed to purchase such mortgage 
on or before August 1, 1972 at par plus accrued inter¬ 
est; and 

(C) Simultaneously, Royal loaned $3,350,139 to 
S. D., which transferred said sum to Realty, pur¬ 
portedly as partial prepayment of the $4 million note 
of S. 1). described above. This obligation to Royal 
remains unpaid and outstanding. 

54. An S. 1). note to Royal for $3,350,139 and other 
related documents were signed by a Realty nominee who 
was represented as vice president of S. I). In fact, how 
ever, the nominee was employed by Realty as a building 
superintendent in a New Jersey apartment building man¬ 
aged by Realty, lie had no interest in S. I). and partici¬ 
pated in none of its affairs except for the signing of various 
S. I). documents which he signed only as directed to do so 
by a Realty otlicer. 

55. Realty has controlled S. D. from inception. Realty 
has accounted for transactions with S. D. by reporting 
income statement and balance sheet items for its 1971. 
1972 and 1973 fiscal years in the same manner as if Realty 
had negotiated such transactions with an independent 
party. 

Stti. Accordingly, in view of the sham nature of the 
Reai.ty-S.D. transactions, material adjustments were 
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necessary to Kiiai.ty's financial statements for its 1971. 1973 
ami 1970 fiscal years and the Kkai.ty financial statements 
for its fiscal years ended March 31. 1971, 1973 and 1973, 
sent to I{ I’.Ai. tv's securities holders, filed with the SKC and 
A M K.\, are materially false and misleading. 

COI \T 111 

Section 10(h) of the Kxchange Act 
and llnle 10b-7) thereunder | 

The preceding paragraphs are realleged herein. 

Si. I'Tom in or about January I. 1970 to the present, 
IIkai/h and W i -inin mi i;. Kim., |5i:i:hi:i: «.y Co. ("Wi.st- 
hki.mkii"). directly and indirectly, singly and in concert and 
aiding and abetting each other, by use of the means and 
instrumentalities of interstate commerce and of the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material I arts necessary to make the statements made not 
misleading and engaged in acts, practices and a course of 
business w hich operated as a fraud and deceit upon certain 
persons in connection with the purchase and sale of securi¬ 
ties, including those of Kkai.ty, in violation of Section 10(b) 
of the exchange Act | 17) I .S.C. 7S j(b) | and Kule lOb-fi 
thereunder (17 CKb* 340.10b-7)). 

SS. \Vi sTi!i;i.ui;i! audited financial statements of Kkai.ty 
for Kkai.ty*s fiscal years ended March 31, 1971, 1973 and 
19(3. \\ kstiiki m kii issued i pin I i fied opinions on such finan¬ 

cial statements for the 1971 and 1973 fiscal years and 
disclaimed an opinion for the 1973 fiscal Year. 

s 9. \\ i. si n ki.mku was the third independent auditor to 

begin an audit of Kkakty's financial statements for its 1971 
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and 1972 fiscal years. Wkstiikimhu was put on notice by 
consultation with \\ ksthkimkk's iniincdiatc predecessor, 
David Rerdon & Co. (“Rerdon”) that Rerdon’s difficulty in 
completing its audit of Ruai.ty's financial statements was 
its inability to satisfy itself hy ordinary auditing pro¬ 
cedures as to the nature and character of a number of 
Rkai/i'y-Rkim’iu.ic transactions. \Yksthi;imi:h was aware 
that Rerdon’s engagement was terminated hy Rkai.ty after 
Rerdon stated it would have to examine the hooks and 
records of Ri ensue as an extended auditing procedure 
prior to issuance of its auditor’s report. 

!M). Wksthiumkii permitted its audit reports, including 
its qualified opinion, fo accompany Kkalty’s financial state¬ 
ments for the fiscal years ended March 31, 1971 and 1972 
when the financial statements were materially false and 
misleading in that they reported the transactions detailed 
herein including hut not limited to the Loudoun. Adiron- 
dacks and S. I). transactions, as bona fide arm’s-length 
business transactions, when in fact such transactions were 
not as reported and were part of a fraudulent scheme and 
long course of conduct. Such financial statements also 
falsely and fraudulently reported as income the proceeds 
ol the Ria’um.ic mortgages in the Loudoun and Adiron¬ 
dack's transactions. 


COUNT IV 

| Section 13(a) of the Exchange Act 
and Rule 13a-l thereunder] 

91. The preceding paragraphs are realleged and incor¬ 
porated herein. 

92. Kkai.ty s financial reports for its fiscal years ended 
March 31, 1971, 1972 and 1973 contain, among other things, 
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reports of earnings which are false and misleading and also 
report transactions as hona fide arm’s-length transactions 
which were sham transactions which took place between 
Kkai.tv and its afliliates, nominee's and other related 
entities. 

03. Reports, including said misleading statements 
wh‘c h have been filed with the SEC are Rkai.ty's annual 
reports on Korin 10-K for its fiscal years ended March 31, 
1371, 1372 and 1373. 

34. By reason of the foregoing, defemlants Riai.ty, 
Wkstukimkii, Kaiu* and Sochkk have violated and aided 
and abetted violations of Section 13(a) of the Exchange 
Act and Buie 13a-1 thereunder 


rorxT V 

[Section 10(h) of the Exchange Act 
and Rule 101 >-5 thereunder) 

On. The | . ceding paragraphs are realleged and incor¬ 
porated herein. 

Ofi. From on or about December 1, 1071 to the present 
date, Rkai.ty, Evens, O’Tooi.k and Kaiu* directly and indi¬ 
rectly. singly and in concert and aiding and abetting each 
other and other defendants, by use and means and instru¬ 
mentalities of interstate commerce and of mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts, and omitted to state material 
facts necessary to make the statements made not mislead¬ 
ing and engaged in acts, practices and a course of business 
which operated as a fraud and deceit upon persons in 
connection with the purchase and sale of securities of 
Rkai.ty and Reei'iiuc, all in violation of Section 10(b) of 
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the Exchange Act [15 U.S.C. 78,j(h)l and Hide 10b-5 
thereunder (17 CFH 240.1 Ob-5). 

!)7. As a condition to entering into the Loudoun trans¬ 
action and other transactions described which closed on 
December 22, 1071, Rkpuiu.ic requested that Kkai.ty supply 
it with appraisals of the respective properties reflecting 
values to justify the amount of purchase price or amount 
of the mortgages. KF.prr.uc required that the appraisals 
be done by an appraiser who is a Member of the Appraisal 
Institute (“M.A.I.”). 

ON. On December 14, 1071. Karp contracted with 
Evr.its, a former director of Kkai.ty who is not himself an 
appraiser, that for a total of $35,000 plus expenses, Fairs 
would supply appraisals for properties in the Adirondaeks; 
Lake Havasu. Arizona: West I’alm Reach, Florida: 
Harriman, New York: and an A&P store in Yonkers, 
New York. 

OO. Evkrs hired O’Toolk to do the appraisals, paying 
O’Tooi.k $12,500 of the $35,000 he received. 

100. On December 17, 1071, Rkpubi.ic's Finance and 
Investment Committee approved the granting of mort¬ 
gages or the purchase of properties involved in the trans¬ 
actions which closed on December 22, 1971. The appraisal 
reports submitted to Kkai.ty by O’Tooi.i: and Evkrs reflect 
the following values for the subject properties. The con¬ 
temporaneous Kkai.ty purchase price is in parentheses: 


Lake Havasu . $5.2 million ($2.4 million) 

Harriman . $ 4.4million ($1.(1 million) 

Adirondaeks . $18 million ($3.1 million) 


West Palm Reach $ 2 million ($0.(1 million) 

101. O’Tooi.k, accompanied by Evkrs, did not visit the 
sites of the subject properties until after the Kkpubi.ic 
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Finance ami Invstmeat Committee approved tin- transac¬ 
tions mi December 17. IH7I. Tim appraisals written by 
O'Tooi.i; were delivered by I{i;\i r\ to Ki.i’rm.ic January 4. 
1972. 

102. Tim appraisals were backdated to December 13, 
1971, prior to tbe meeting of Republic's Finance and 
Investment Committee on December 17, 1971. The 
appraisals were fraudulent and inflated and ignored con¬ 
temporaneous purchase prices of properties involved, as 
well as sales prices of comparable properties. 

COUNT VI 

[Section 10(b) of the Exchange Act and Huh* 10b-f> 
thereunder] 

103. The preceding paragraphs are realleged herein. 

From in or about .Inly 1, 1970 to the present, Realty 
and Kari\ directly and indirectly, singly and in concert and 
aiding and abetting each other, by use of means and instru¬ 
mentalities of interstate commerce and of mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts, and omitted to state material 
facts necessary to make the statements made not misleading 
and engaged in acts, practices and a course of business 
\ liieli operated as a fraud and deceit upon certain persons 
in connection with the purchase and sale of securities ot 
I M.T'. . all in violation of Section 10(b) of the Exchange 
Act [la U.S.C. 7Sj(b)] and. Rule 10b-f» thereunder (17 
CFR 240.10b-!)). 

104. On August 1. 1970. a dividend of G l/ j cents per 
share was payable on Realty's common shares. On July 
31. 1970 Kakp ordered $200,000 of funds of Avionics Invest- 
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ing Corporation, a small business investment company 
wholly-owned by Realty, transferred from Avionics’ bank 
account in New Jersey to Realty’s account at Bankers 
Trust Company in New York City. 

10b. 'Hie funds transferred were used to pay a dividend 
to Realty’s common shareholders on August 1, 1970, at 
the rate of Id , cents per share and aggregated $196,152.90. 

100. Realty had not disclosed it was able to pay its 
dividend on August 1, 1970 only through such means of 
illegally diverting funds. By so declaring and paying such 
dividend. Realty perpetrated the false illusion that it was 
in relatively sound financial condition, when in fact it was 
in dire material financial straits. 

107. On September 30, 1970, Realty repaid $200,000 to 
Avionics, with cash proceeds from the $12 million Mercan¬ 
tile loan to Realty arranged by Republic. 

108. On June 15. 1972. the United States District Court 
for tin* District of Columbia, in a case captioned SEC v. 
Heal to,) Equities Corporation of New York, C.A. No. 2544-71, 
entered an Order of Final Judgment of Permanent Injunc¬ 
tion as follows: 

“1. That defendant shall file with the plaintiff 
Securities and Exchange Commission, and duplicate 
originals with the American Stock Exchange, an 
annual report on Form 10-K for its fiscal year ended 
March 31. 1972, by July 20, 1972; and 

“2. That defendant be and hereby is permanently 
enjoined and restrained from failing subsequent to 
July 20, 1972. to file with the plaintiff Securities and 
Exchange Commission, and duplicate originals with 
the American Stock Exchange, timely and accurate 
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periodic reports on Form? 10-K, 9-K and 10-Q, or 
any other forms, in contravention of Section 13(a) 
of the Securities Exchange Act of 1934, 15 U.S.C. 
7Nm(a), and the rules and regulations thereunder.” 

109. (Jrant and KHF were the independent auditors for 
Realty during certain relevant portions of the periods 
above described. Each discovered and knew of certain and 
many of the material problems between Realty and 
Republic, all as hereinabove described. Grant and KHF 
informed Realty of the fact that the financial statements 
of Realty and of FXR would not be unqualified and both 
firms were replaced as auditors for Realty. Yet both firms 
failed of their obligations to the public and to the SEC and 
Amex to fully disclose such facts and to alert the respon¬ 
sible authorities thereto. Instead ea< h firm withheld the 
facts thereof in order to benefit themselves by not involv¬ 
ing themselves therein, directly or indirectly, and to pre¬ 
vent damage to themselves and to other defendants, despite 
the further damage resulting to plaintiff and the class. 

110. The securities of Realty were listed and traded on 
Amex until in or about September 2fi, 1973. Plaintiff and 
the class purchased Realty securities in large portion 
because of the flexibility, liquidity, reliability, full dis¬ 
closure and responsibility of securities listed and traded 
on Amex as propounded to the public. After taking no 
action for a considerable period of time, Amex conducted 
an extensive investigation of Realty and ascertained and 
came into possession of many or all of the facts herein 
alleged. Despite the aforesaid, Amex merely delisted 
Realty securities and withheld and omitted to disclose to 
plaintiff and the class the facts which Amex had ascer¬ 
tained despite its duty to oversee such full disclosure, thus 
causing further damage to plaintiff and the class. 
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111. This action is also brought to restrain defendants 
from continuing such acts, practices and courses of busi¬ 
ness. Defendants will, unless restrained and enjoined, con¬ 
tinue to engage in acts, practices and courses of business 
of the nature and type alleged herein. 

112. As a result of each of the wanton and deliberate, 
acts above, performed in total disregard of rights of the 
public at large, plaintiff and the class were damaged. 

M mkuki'okk, plaintiff demands judgment that: 

(A) The rights of the named plaintiff and the 
class against the defendants be determined am! this 
action be determined as a class action as above de¬ 
fined : 

( ID Plaintiff and the class be awarded damages 
against defendants as determined and expenses, costs 
and disbursements incident to prosecution of this 
action, including reasonable accounting and counsel 
fees; 

((’) Punitive and exemplary damages be assessed 
against defendants; 

(D) This Court issue a preliminary and final judg¬ 
ment restraining and enjoining defendants, and those 
in concert or participation with them, from, directly 
or indirectly, in connection with the offer, purchase or 
sale of securities heretofore or hereafter issued by 
Kkalty and FNR, using means and instrumentalities 
of interstate commerce or mails to make false and 
misleading st... ments or omit to state material facts 
necessary in order to make statements made, not mis¬ 
leading. and/or employ devices, schemes or artifacts 

to defraud, concerning but not limited to matters 

V 
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described herein, and to engage in any act, practice or 
course oi business which operates or would operate 1 
as f rand or deceit upon any person, pertaining to mat¬ 
ters in this complaint. 

(hi) An order issue appointing a receiver to take 
control ol the books, records, assets and business of 
Hkai.tv and h'XIt and to conduct their affairs until 
further order of this Court and empowering and di¬ 
recting such receiver to, among other things, conduct 
a full investigation and arrange to oversee an ac¬ 
count in^ into the financial and other a fTai rs of 11 kai.ty 
and h XR and take appropriate action based thereon. 

(h ) Such other relief as the Court deems proper. 

I ha .J a v Sa x I IS 

By /r/ I ha Saxos 

At tome ji fur Plaintiff 
Office and Post Office Address 
701 Seventh Avenue 
Xew York, Xew York 100M(> 

(212) CO a-.TiOO 
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EXITED STATES DISTRICT COERT 

SOUTHERN D 1ST UK T or Xi.M \oKK 


74 Civ. 1-J4S 


Kenneth I. Herman, Trustee- T / 1O 
SllElUL EsTA K U PEER, 

Plaintiff, 

—against— 

REPUBLIC XaTIONAL I.IKE I NSUItANCE ( OJIl’ANA. IlKALTY 
EQUITIES CORPORATION, RoNALD Rl.X I’kASLEY, I I1E0D0RE I . 
REASLEY, ROBERT I’. I»RADY, .1. \ . FllANVIS ,1. \\ ILI.ARI) (jllAGG, 

Thomas (i. Nash, .Ik., W. R. IVkkns, C. J. Skelton, Samuel 
1’. Smoot, W. X. Stannus, Joel 'I'. Williams, Jr., Sam (i. 
Winstead, Morris Karp, Hilary H. Evers, Phelim t. 
O’Toole, Jil. Xi.il X. Stanley. Jerome Sou her, Peat Mar 
wick, Mitchell A Co., Eliot Janeway, Everett I. Smith, 
Holhabt Taylor, .Jil, David Stein, Homer Chapin, Hilary 
Evers, Jr.. Sam (Jittlin, ".John Hubshman, .Jil, Aiuhi i. 
Stand, A. H. Franklin, Robert IIaslett, J. P. Leczzi, 
American Stock Exchange, Inc., Klein, Hilds & I-inke, 
Alexander Grant & Co., Standard A Poor’s Corp., A. M. 
Rest Company, Westheimlr, Fein. Herder A Co.. Royal' 
tional Hank, ami First Xational Realty & Construction 

Corp.. 

Defendant*. 


For their complaint, plaintiffs allege on information and 
belief, by Harry H. Lipsig, as attorney: 

1 This action is brought by plaintiffs individually and on 
behalf of a class hereinafter described against defendants 






4().i 


Herman Complaint 

because defendants have engaged, are engaging and are 
about to continue acts, practices and one common and contin¬ 
uous long course of business which constitutes violations of 
the Securities Act of 1!)33 (“Securities Act") of the Securi¬ 
ties Exchange Act of 1934 ("Exchange Act"), Rule 10b-5, 
thereunder, the Martin Act of New York State and 
common law. which has caused damage to plaintiffs and 
the class. 

.IFRISDICTIOX AND VENUE 

2. The Court lias jurisdiction pursuant to Section 22 of 
the Securities Act, Section 27 of the Exchange Act and in¬ 
dent jurisdiction. 

3. Defendants are found in, and/or have transacted busi¬ 
ness in the Southern District of New York. Acts and trans¬ 
actions constituting the alleged course of business and the 
violations have occurred within this District and are con¬ 
nected to such violations. 

PLAINTIFF 

4. The plaintiffs at various times purchased common 
stock of Republic National Life Insurance Company (“Re¬ 
public”) during and since the violative acts herein and with¬ 
out knowledge of such acts being engaged in by defendants. 
Plaintiffs have been damaged as a result. 

CLASS ACTION ALLEGATIONS 

f>. (a) Plaintiffs bring this action as a Class Action pur¬ 

suant to the Federal Rules of Civil Procedure 23(b)(1) and 
23(b)(3). 

(b) Plaintiffs undertake to adequately protect the inter¬ 
ests of the Class with the assistance of their attorneys. 
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(c) Plaintiffs bring this action individually and repre¬ 
sentatively on behalf of a class of those who purchased com¬ 
mon stock of Republic National Life Insurance Company 
between January 1,1968 and March 9, 1974 in reliance upon 
the misrepresentations hereinafter set forth and without 
knowledge of the omissions hereinafter set forth and have 
suffered damages as a result of the long common continu¬ 
ous course of business of defendants, hereinafter described. 

(d) The members of the class are scattered throughout 
the United States and are so numerous as to make it 
impractical to bring them all before the Court. 

(e) The claims of the class involve common questions of 
both law and fact. Questions of fact include whether the 
defendants participated in a scheme to falsify the financial 
statements of Republic so that Republic might avert a write¬ 
down of its substantial investment in Realty Equities Cor¬ 
poration of New York (“Realty”). The questions of law 
common to the class are whether the acts alleged herein con¬ 
stitute violations of the Exchange Act of 1934. 

(f) The questions of law and fact common to the mem¬ 
bers of the class predominate, over any questions affecting 
individual members. 

(g) A class action is superior to other available methods 
for the fair and iilicient adjudication of the controversy. 

DEFENDANTS 

(!. Republic National Life Insurance Company (“Repub¬ 
lic”) has its offices at 3988 North Central Expressway, 
Dallas, Texas. Republic is engaged in the life, accident 
and health insurance business in 49 states, the District of 
Columbia and Puerto Rico. As of December 31, 1972, 
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Republic had approximately 9,400,000 share's of common 
stock outstanding, traded over-the-counter. Republic files 
reports with the Securities Exchange Commission (“SEC”) 
pursuant to Section 15(d; of the Exchange Act. Republic 
as of December 31, 1072 had in excess of $10 billion of 
insurance in force, and its investment portfolio exceeded 
$448 million. 

7. Realty Equities Corporation of New York (“Realty”) 
has its principal offices at 373 Park Avenue, New York. 
Realty and its subsidiaries are primarily engaged in 
acquisition and resale of real estate and development and 
management of, and investments in. real estate. Realty 
owns interests in apartment buildings, commercial proper¬ 
ties, office buildings and shopping centers, hotels and land. 
Classes of Realty’s securities are registered with SEC 
pursuant to Section 12(g) of the Exchange Act. On August 
3, 1970, trading in Realty's securities was suspended by 
the American Stock Exchange (“Amex”), and on Septem¬ 
ber 26, 1973, Realty’s securities were delisted by Amex. 

8. Peat, Marwick, Mitchell & Co. (“PMM”) is a public 
accounting firm with principal offices at 34"> Park Avenue, 
New York, New 1 ork. PMM audited Republic’s financial 
statements for Republic’s fiscal years ended December 31, 
1070, 1971 and 1972. 

9. Alexander Grant & Co. (“Grant”) i a public account¬ 
ing firm with its office in the Southern District of New 

York. 

10. American Stock Exchange, Inc. (“Amex”) is a reg¬ 
istered securities exchange with its office and facilites 
located in the Southern District of New York. 
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11. Klein, Hindis Sc. Fiukc (“KHF") is a pulilic account¬ 
ing firm with its office in the Southern District of New 
York. 

1 —- Hoyal National Bank (“Koval'') is a national bank¬ 
ing institution with its office in the .Southern District of 
New York. 

13. Flint .laneway, Everett Smith, Holbart Taylor, Jr., 
David Stein, Homer Chapin, Hilary Evers, ,Jr., Sam (Jitt- 
1 in, Arthur Stang, A. H. Franklin, Robert Haslett, ,T. 1*. 
Leuzzi, at all or during a portion of the relevant time 
herein, were directors of Realty and actively involved in 
knowledge and activity relative to the violative conduct 
hereinafter alleged. 

14. Westheimer, Fein. Berger & Co. (“Westheimer”) is 
a public accounting firm with its offices at 1301 Avenue of 
the Americas, New York. New York. Westheimer audited 
Realty’s financial statements for Realty's fiscal years ended 
March 31, 1971, 1972 and 1973. 

15. Morris Karp (“Karp”) resides at 63 Mnmaroneck 
Road, Scarsdale, New York, is president, chief executive 
officer and a director of Realty. 

lti. Jerome Socher (“Socher”) resides at 130 East 
36-th Street. New York, New York, is treasnr-r of Realty 
and has been responsible for preparation of its quarterly 
and annual financial statements. 

17. Theodore P. Beasley (“T. Beasley”) resides at 4200 
Bordeaux, Dallas, Texas, at all times relevant hereto, has 
been Republic’s chief executive officer, Chairman of the 
Board, and member of its Executive Committee and Finance 
and Investment Committee. 
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IS. Clarence J. Skelton (“Skelton") resides at 7517 
Spring Valley Hoad. Dallas, Texas, at all times relevant 
herein, was president and director of Republic and member 
of its Executive Committee and Finance and Investment 
Committee. Skelton is now vice chairman of the board of 
Republic and chairman of Republic’s Executve Committee. 

1!>. Ronald Rex Beasley (“R. Beasley”) resides at .1785 
West Bay Circle, Dallas, Texas, at all times relevant hereto 
was executive vice president and a director of Republic, 
chairman of its Executive Committee and a member of its 
Finance and Investment Committee. 

20. Robert P. Brady (“Brady”) resides at 7069 Iron- 
Kate, Dallas, Texas, at all times relevant hereto, was execu¬ 
tive vice president chief actuary and director of Republic 
and member of its Executive Committee and Finance and 
I nvestment Committee. 

21. Thomas (1. Nash, dr. (“Nash") resides at 5545 
Charlestown Drive, Dallas, Texas, at all times relevant 
herein, was general counsel of Republic, executive vice 
president in charge of its Investment Division, director of 
its Executive Committee and Finance and Investment Com¬ 
mittee. Nash is now president of Republic. 

22. Samuel P. Smoot (“Smoot”) resides at tiSOd Steph¬ 
anie, Dallas, Texas, at all times relevant hereto, was senior 
vice president, treasurer and director of Republic and 
member of its Executive Committee and its Finance and 
Investment Committee. 

23. Neil N. S' iley (“Stanley") resides at 3503 Hill- 
brook, Dallas, Texas, at all times relevant hereto was vice 
president and actuary of Republic and its chief financial 
officer with responsibility of preparing its financial state¬ 
ments. 
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24. Hilary II. Evers (“Evers”) resides at 2.374 Grand in 
Hoad, Cincinnati, Ohio, is a mortgage and real estate bro¬ 
ker. He served as director of Realty from 1968 to 10(50. 
In 1071 and 1072 he acted as a “finder” of appraisers and 
appraisals for Realty. 

25. Phelim F. O’Toole, Jr. (“O’Toole”) resides at 18 
South Kings Highway, St. Louis, Missouri, is president of 
Phelini O’Toole Real Estate Company, St. Louis, Missouri, 
and is a real estate appraiser and a Member of the Apprai¬ 
sal Institute (“M.A.L”). 

2(5. Standard & Poor's Corp. has its offices at 345 Hud¬ 
son Street, New York, Xew York and is engaged in the 
publication of securities, magazines and information. 

27. A. M. Best Company (“Best”) has its offices at Park 
Avenue, Morristown, Xew Jersey and is engaged in the 
publication of reference publications. 

BACKGROUND IXFORMATIOX 

28. Between January 1968 and April 1970, Republic 
invested $17 million in Realty and $4.(5 million in Realty’s 
affiliate, First National Realty & Construction Corp. 
(“FNR”). During times relevant hereto, defendant Karp 
was president and principal executive officer of FNR. 
Republic's initial investment in Realty and FNR, which in 
large part financed acquisition by Realty of properties 
bearing Republic mortgages, consisted of the following: 

29. (A) On or about January 1(5, 1968, Republic pur¬ 
chased $6 million of 7 1 c /i notes of Realty. 

(B) On or about June 5, 1968, Republic purchased $1.5 
million of 6 f r debentures of Realty. 
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((') On or ahnut Itecembcr Id. IfKN. Republic purchased 
$J.li million of (i r '< notes of FXR. 

(I)) On or about August - JS. 1%!*. Republic* purchased 
$•_’ million of 7 :! j r < notes of KXR. 

(I*',) On or about September ‘Jo. lb*'! 1 . Republic lor $- 
million pun-based liO.UOO shares of Realty senior preferred 
stock. 

(Ft (in or about April lb. 1 ‘H»0. Republic purchased for 
$l.b million. 10,000 shares of Realty senior preferred stock. 

((!) On or about April l!0, 1070, Republic purchased $0 
million of 7notes of Realty. 

:>0. Prior to 1070. Republic disposed of $0 million of 
the 7 1 -j r 'c Realty iiotc*s it acquired January 1000. At Sep¬ 
tember 1070. Republic had net investment in Realty and 
FXR of $10.(1 million. Additionally, by September 1070. 
Republic was holding over $00 million in i nor tirades on 
properties owned or managed by Realty or FXR which had 
been acquired as described in the paragraph below. 

01. Concurrently and as a condition to purchase of 
securities of Really and FXR by Republic described above, 
both Realty and FXR acquired real estate properties from 
third parties who owned the properties subject to large 
Republic mortgages. The properties included five hotels, 
office buildings, residential property, and vacant land. The 
properties had operated at cash flow deficits in that income 
was insufficient to pay expenses of operating and also to 
provide for debt service to Republic. Realty could not have 
afforded to make the cash investment necessary to purchase 
and operate the properties at a cash flow loss without the 
making of the above-described investments in Realty by 
Republic. 
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32. Tn mid-1970, Realty’s financial condition worsened. 
Tn August, 1970, Amex susjiended trading in Realty securi¬ 
ties. Realty’s then independent public accountants, Alex¬ 
ander Grant & Co., disclaimed an opinion on Realty’s 
financial statements for the year ended March 31, 1970. On 
August 3. 1970. Realty disclosed it expected to report a loss 
of $S.7 million for the year ended March 31, 1970. Tn Sep¬ 
tember 1970, Realty reported a loss of $13.2 million for ihe 
year ended March 31, 1970 and simultaneously restated 
earnings for its prior fiscal year ended March 31, 1909 
downward from $1.32 per share to $0.02 per share. Realty's 
accumulated deficit at March 31, 1970 was $10.0 million. 

33. Bv September 1970, Realty was in financial trouble. 
Republic's investment in Realty was in jeopardy and 
Republic faced a write-down of a large portion of the 
Realty paper it held. 


COUNT T 

Violations of Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-3 thereunder. 

34. All allegations above are hereby realleged and incor¬ 
porated herein. 

33. From in or about September 1970 to the present, 
defendants, directly and indirectly, singly and in concert 
and as part of one long course of conduct, and aiding and 
abetting each other, by use of means and instrumentalities 
of interstate commerce and of mails, employed devices, 
schemes and artifices to defraud, made untrue statements 
of material facts, and omitted to state material facts neces¬ 
sary to make statements made not misleading, and engaged 
in acts, practices and a course of business which operated 
as fraud and deceit upon persons in connection with pur- 
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eliasp and sale of securities, including securities of Repub¬ 
lic and Realty and FXR. all in violation of Section 10(h) 
of the Ivxchange Act flf> U.S.C. 79j(b)] and Rule 10b-. r > 
thereunder (17 ('FR 240.1011-5), as more fully described 
herein. 

.”><>. The aforesaid scheme, fraudulent acts and course 
of business consisted of T. Beasley, Skelton, Nash, R. Beas¬ 
ley Brady, Smoot and Stanley, in concert with the others, 
having Republic, among other acts with the other defen¬ 
dants. 

(A) invest further substantial sums in Realty and 
h’NR in an a;tempt to protect and conceal the fact 
of Republic’s failing investment in Realty and FXR: 

(B) conceal from Republic’s shareholders and tin* 
Insurance Department of the State of Texas such 
further investment by Republic in Realty and FXR 
by converting such investment initially to companies 
serving as conduits for channeling Republic funds 
and subsequently by converting such investment into 
excessive mortgages on properties acquired by 
Realty and FXR with funds from Republic; 

((') fraudulently report material amounts of 
income of Republic which was in fact generated by 
Republic’s advancing substantial sums to Realty and 
FXR which were immediately returned to Republic 
as interest payments on debt owed to Republic; 

(I)) overstate assets of Republic in reports fur¬ 
nished to shareholders of Republic and to tin* Insur¬ 
ance Department of tin* State of Texas. 

.‘17. In September 1970, Realty's liquidity nnd cash flow 
problems had become acute, and Realty was unable to meet 
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its current obligations including obligations to Republic. 
Republic requested that Mercantile National Bank of 
Dallas, Texas ("Mercantile") make a loan to Realty. On 
September l(i. 1970. Mercantile loaned $1:1 million to Realty 
at 10% interest. The loan was supported by an irrevocable* 
take-out commitment by Republic to Mercantile. 1 nder 
the terms of the commitment. Republic agreed to purchase 
on March 1.1, 1971 a .10% participation in the balance of the 
principal and interest then owing, and on September 15, 
1972 to purchase the balance of the principal and interest. 
Mercantile is and has been Republic’s principal bank. ’I’. 
Beasley is a director of Mercantile and J. D. Francis, 
Chairman of the Board of Mercantile, is a director of 
Republic. 

:?S. Approximately half the proceeds of the $12 million 
Mercantile loan to Realty were immediately disbursed to 
Republic, as follows: 

(A) $4.02(i.;1(i2..10 to repurchase, at par (tins 
accrued interest. $4..1 million face amount of 7C,% 
notes of Realty; 

(B) $4S1..100 to repurchase from Republic that 
face amount of Realty’s fi% debentures; and 

(0) Realty loaned FNR $1 million with which 
FNR purchased from Republic $1 million face 
amount of fi% debentures of Realty. 

39. The infusion of new capital into Realty and its affili¬ 
ates by Republic through the Mercantile loan in September 
1970 enabled Realty to have funds to pay to Republic cur¬ 
rent and accrued interest on notes, mortgages and obliga¬ 
tions. Further more, the infusion of funds enabled Realty 
to repurchase at par plus accrued interest, the said Realty 
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t notes and debentures. At the time, sueli notes and deben¬ 
tures were worth considerably less than par value. 

40 . I>y letter dated October 00. 1!>70. the Committee on 
Valuation of Securities ol tin* .National Association of 
Insurance Commissioners i"X A It'") advised Republic of 
the recommendation of its staff that debentures of Realty 
be valued at zero for statement purposes at December .‘>1, 
1070. 

41. On November li, 1070. Arthur Andersen & Co. then 
Republic's auditors, sent a letter to Republic which stated, 
amon.tt: other tliings : 

“Rased upon information now available to us, we 
have concluded thilt (pialilication of our auditor's 
report relation- to the 1070 financial statements of 
Republic National Life Insurance Company "ill be 
repaired. The extent of such pualiticntion is not 
determinable at this time. . . ." 

4J. Said letter also cited the significance of Republic's 
involvement with Realty, likelihood of its material effects 
on Republic’s financial position at December ill. 1!)70 and 
results of Republic's operation for the year then ending, 
and then set forth Andersen's belief that Republic's 11)70 
financial statements should include complete and informa¬ 
tive disclosure of these matters and that examples of such 
disclosures include: 

“Segregation within the balance sheet of all invest¬ 
ments in Realty and affiliates." 

“Information regarding commitments to Realty and 
affiliates together with appropriate description as to 
Realty’s current financial condition." 




Herman Complaint 


''Information relating to all significant transactions 
between Republic ami Realty or its afliliatcs. . . 

4.‘i. In December 1 ‘>70, Republic terni’nated Andersen's 
engagement as auditor. In February 1071. Republic's 
financial statements for calendar year 1 !>7*> were signed by 
defemlant Stanley. Republic’s actuary, not then certified 
by independent public accountants. In February 1072, 
PMM issued mupialified opinions on Republic's 1 ‘»7t> and 
!''7I financial statements. 

44. On or about December II. 1 ‘>70. Republic mailed a 
proxy statement to its shareholders, seeking authorization 
to issue 1,400.000 shares of Republic stock for all outstand¬ 
ing shares of Pacific National Life Assurance Co. and 
140.000 shares of Republic stock for all outstanding shares 
of Kasteru Fmpire Life Insurance Company. Such proxy 
statement included financial statements of Republic for nine 
months ended September .">0. 1070. 

4:'). On or about December 11. 1070. Pacific mailed a 
proxy statement for the proposed merger to Pacific’s share¬ 
holders. Pacific’s proxy statement included financial state¬ 
ments of Republic for the fiscal year ended December 31, 
1000 which were supplied to Pacific by Re,ublie. 

40. The financial statements of Republic contained in 
the Republic proxy statement were false and misleading ill 
that they contained no disclosure of Republic's large invest¬ 
ment in Realty as of September 30. 1070. Furthermore, 
such financial statements reported income for Republic's 
first three tpiarters of 1070 of $2.3 million. Of such income, 
a material percentage arose from transactions between 
Republic and Realty and should not have been recognized 
by Republic as income, with Realty's problems. 
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47. Tin* proxy materials art* falx* ami misleading in 
that the siihstanee, nature, extent and materiality of 
Republic’s involvement with Realty is not disclosed, nor 
Realty’s problems. 

4^. The mergers of Pacific and Eastern into Re|tublie 
were consummated, and the aforementioned false and mis¬ 
leading proxies were voted upon and executed by the 
respective shareholders, not knowing of Realty’s distress. 

4b. In December 1070, immediately prior to close of 
Republic’s fiscal year. Republic and Realty entered into a 
$25.7 million transaction which had the effect of restructur¬ 
ing Realty's debt to RVpublii and paying off Realty’s loan 
from Mercantile, thereby removing Republic from its take¬ 
out eommitmeiit. Republic made loans totaling $2.’! million 
to four corporations which were either subsidiaries of 
Realty or its affiliates or in nominee names, but then under 
control of Realty, called Automated Realty Services. East 
Side Equities, (iraycrat Corp. and Property Investment 
Company. The four corporations simultaneously paid for 
assets that were placed in them by Realty at Realty-fixed 
prices. Realty received the $23 million for such assets. 
The assets included real property, notes, debentures, mort¬ 
gages. leaseholds, and stock interests in other Realty sub¬ 
sidiaries. In addition. Republic purchased from Realty six 
mortgages for an aggregate of $3,235,000. 

.50. The money received by Realty m tin* ansaction 
were used as follows: 

(A) $12,203,333 was used to pay off. wit’ interest 
the Mercantile loan in which Republic had the take¬ 
out commitment. 
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(B) $4,590,937 went hack to Republic to repur¬ 
chase from Republic some of the 7 , / |>% Realty notes 
at par plus accrued interest. 

((.’) $3,525,180 went to Republic to repurchase 
from Republic at par plus accrued interest the 35,000 
shares of Realty preferred stock which Republic had 
previously purchased from Realty. The preferred 
stock was simultaneously “sold” to Automated 
Realty. 

(1)) In addition, Realty made November and 
December mortgage payments to Republic on some 
mortgage obligations. The FNR note payments due 
in early 1971 were paid in advance, hotel mortgage 
payments then in arrears were paid, and future mort¬ 
gage payments due Republic in amounts exceeding 
$400,000 were placed in escrow for payment to 
Republic, 

51. The effect of the December 1970 transaction was 
that Republic removed the remaining unsecured Realty 
securities, which it still held after the Mercantile loan trans¬ 
action of September 1970, from its books at par without 
posting losses, was removed from its take-out commitment 
to Mercantile, and cured defaults to Republic mortgages 
which Realty was unable to pay. At conclusion of the 
transaction. Republic held notes of four Realty-controlled 
corporations whose only assets were acquired from Realty 
at Realty-set prices. 

52. At close of 1970, Republic’s aggregate investment 
in Realty and its affiliates totalled in excess of $5fi million, 
out of total reported Republic assets of $277 million. 

53. From January 1, 1971 through September 30, 1971. 
Realty's liquidity problems continued. Realty closed its 
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1'iM-al year oil March 11)71 with a loss as reflected on its 
annual report of million. For Realty and its affiliates 
to remain reasonably current during this period on its obli¬ 
gations, it was necessary for Republic to infuse new cash 
to Realty through more transactions in which Realty would 
end up with cash to give hack to Republic, thus hiding 
Realty's problems. 

(A) New mortgages were placed by Republic 
directly on real properties owned by Realty and its 
affiliates which totalled in excess of $2.2 million. 

(II) Five mortgages owned by Realty were trans¬ 
ferred to Republic for $1)20.000. 

(C) Realty placed some assets, mainly leasehold 

interests in Washington. I >. ('. area residential prop 
erties into a shell corporation. (). I). Realty, and 

obtained a non recourse loan from Republic fort), lb 
Realty oi I million. Realty received the $4 million 
from Q. I>. Realty in exchange for its equity interest 
in the assets. After completion of the transaction in 
May 11*71. the stock of (,). 1). Realty was transferred 
to a third party for no consideration. 

(D) Realty sold leasehold interests to Investors 
Funding Corporation of New York ("Investors") for 
$2 million. Realty gave Investors an option to pav 
$2 million in cash or give to Realty $d million in face 
amount of long-term debenture of Investors w ith a 
less-than-current market interest rate. Investors 
elected to pay Realty in its debentures. Realtv 
arranged to transfer the debentures to Republic for 
$d million. 

(E) The cash received by Realty in parts (A), 
(B). (0) and (D) above was in large part directly 
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returned to Republic to pay accrued and past duo 
interest and to restructure existing debt. In the larg¬ 
est of these transactions, the $4 million received from 
Republic by Realty in the Q. D. Realty transaction, 
$:2,(>(i.’U)00 went to Republic to pay accrued interest 
and reduce principal of a loan made to (! rave rat 
Corporation, by Republic in December 1970 in the 
transaction described above. 

7>4. In October t971, Republic loaned Product Enter¬ 
prises Corp., a Realty atliliate. $0 million secured by Prod¬ 
uct Enterprise nonrecourse debentures. The $li million 
went to Realty for assets which were mainly various inter¬ 
ests in real properties. Realty set the prices. Realty simul¬ 
taneously used $4 million to repurchase from Republic, 
notes at par value plus accrued interest, of Property 
Investment Company as above described. 

.‘m. In October 1971. Republic advanced $S million to 
a shell corporation called Pnity Industries by purchasing 
Pnity's debenture. The cash was transferred to Realty for 
Realty assets which were placed in Pnity Industries at 
Realty-set prices. One asset placed in Pnity was the fee 
interest in a ranch in Idaho upon which Republic had pre-. 
viottsly placed a $l.l! million mortgage. The same property 
had been sold just prior to Republic’s placing the $1.L’ mil¬ 
lion mortgage for $470,000. Q. 1). Realty which had been 
loaned $4 million by Republic in May 1971. was merged into 
Pnity. Pnity's aggregate debt to Republic was over $13 
million, and based upon operating history of the assets 
which were placed into Unity, it had no prospect for meet¬ 
ing its obligations. The Pnity stock was transferred to 
third parties for no consideration. The cash received by 
Realty in this transaction in large part went back to Repub¬ 
lic to pay off Realty debt. 
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56. In October 1971, Republic decided to rid itself of 
notes and debentures it held on various Realty-related » nti- 
ties which had borrowed Republic money to purchase 
Realty assets. 

57. Republic advised Realty that it would accept real 
property supported by appraisals in satisfaction of debt. 
Republic agreed it would place large mortgages on raw land 
to be acquired by Realty subsidiaries or nominees on a non¬ 
recourse basis to Realty, in exchange for notes and deben¬ 
tures it held on its books. 

58. Realty did not own large tracts of land and went 
into the market and arranged to buy a number of tracts 
through nominee subsidiaries. Since Realty had no cash 
to purchase the tracts, it was necessary for Republic to 
place the mortgages on the land simultaneously with the 
closing of the purchase of the land by Realty from third 
parties so that Realty could use part of the proceeds of 
the mortgages to pay for the land. 

59. In the first of the mortgage-swap transactions, on 
November 50, 1971, R. E. Duchess Corp., a Realty subsid¬ 
iary, purchased 1,040 acre tract in Loudoun County, Vir¬ 
ginia. for $2,700,000. Simultaneously, R. E. Duchess bor¬ 
rowed $(>,500,000 from Republic secured by the land and 
prepaid $500,000 in interest to Republic. Republic gave 
Realty its check for $6.5 million. Realty used $2,700,000 
to pay for the land and $2 million went back to Republic 
for “purchase” of debentures of Unity Industries. Realty 
retained approximately $1,200,000 for corporate purposes. 

60. On December ,2, 1971, nine days before the close 
of Republic’s fiscal ;oar, Realty and Republic closed a 
transaction involvinr in excess of $31 million, the net result 
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of which was the removal of debentures of Unity, Q. D. 
Realty, Automated and Product from Republic’s books. 
The major component of the transaction was swap of 
debentures for mortgages as in the Loudoun transaction 
above. It also involved cancellation of pre-existing Realty 
debt. The components of the transaction which occurred 
on December 22, 1971, are as follows: 

(A) A Realty subsidiary, Wambat, purchased a 
21,000 acre tract in the Adirondacks region of New 
York State for $3,15C 000. Republic simultaneously 
placed a $13,450,000 mortgage on the property, and 
Republic money was used by Realty to pay for the 
land. 

(B) Republic placed a mortgage for $1.4 million 
on a 123 acre tract in West Palm Beach, Florida, in 
favor of a Realty nominee subsidiary, Wambach 
Realty Corp. Realty contracted to purchase the land 
for $022,000 and closed the purchase on the same 
date as the mortgage, using Republic money to pay. 

(C) Republic made a loan of $4,100,000 to a 
Realty subsidiary, Medical Arts Sanitarium, Inc., 
which was operating a hospital in Now York. 

(D) Realty contracted for purchase of a 1,395 
acre tract in Lake Havasu, Arizona, for $2.4 million. 
On Decerni cr 22, 1971, Realty sold it to Republic for 
$5.2 million using Republic money from the pro¬ 
ceeds. 

(E) Realty sold to Republic a 20(5 acre tract in 
Harriman, New York, for $4.4 million. At the same 
time, it closed on its contract to purchase the land 
for the sum of $1,562,000. Realty used Republic 
money to purchase the land. 
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(F) Realty purchased an A&P Supermarket in 
Yonkers, New York, for $1105,000 and simultaneously 
resold it to Republic for $550,000. 

01. In the December 22, 1071 transaction, Realty 
received an aggregate of $31,103,000 from Republic, of 
which $8 million was used to purchase the land described 
above. Realty retained $2.0 million. The remainder came 
to Republic for interest payments on other outstanding 
mortgages. $20,203,000 went back to Republic, as follows: 

(A) For purchase of $0,800,000 in face amount of 
8% debentures of Unity Industries. Tnc. 

(B) For purchase of $0,000,000 in face amount of 
8% debentures of Product Enterprises Corp. 

(C) For purchase of $4,000,000 Promissory Note 
of Q. I). Realty, Inc. 

(D) For purchase of $3,000,000 in fact* amount of 
debentures of Automated Realty Services, Inc. 

(E) To cover accrued interest on the above. 

02. At year-end 1971, Republic’s investment in Realty 
and Realty-related entities aggregated in excess of $80 
million, out of total reported assets of $412 million. 

03. The two largest mortgages on Republic’s books in 
1972 were the Loudoun and the Adirondacks mortgages. 
At least by the latter part of 1972, Republic realized that 
tilt' Realty nominee corporations which owned the fee inter¬ 
est in the two mortgages would not be making the large 
payments soon becoming due. Realty and Republic agreed 
upon a plan by which the mortgages could be kept current. 

04. In October 1972, Republic came to Realty for help. 
Realty owned the fee interest of an industrial complex in 
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Enfield, Connecticut, known as the Bigelow-Sanford Com¬ 
plex. The principal tenant in the complex was the Bigelow- 
Sanford Carpet Company. The carpet company had been 
phasing out its operations for several years and had given 
Realty notice that it did not intend to renew its lease 
which would expire in July 1!>73. There were no other 
major tenants of the complex and prospects for finding a 
tenant for the antiquated industrial site were dim. Several 
years earlier, Realty had offered Republic an interest in 
the Bigelow-Sanford Complex, but after inspecting the 
property Republic had refused to make any investment 
therein. In October 1!)72, however, Republic and Realty 
devised a scheme whereby the mortgage payments on the 
Adirondaeks and Loudoun tracts could be paid- The 
mechanics of (lie "Enfield” transaction were as follows. 

• ib. Realty created a lease of the Bigelow-Sanford tract 
to Enfield Properties Corp., a Realty subsidiary, providing 
for annual lease payment, to Realty, of $1(10,0(10 per year. 
With the lease as security, Republic granted a $5 million 
leasehold mortgage to Enfield. As the carpet company’s 
lease was soon to expire and there were no other tenants 
for the vast tract in sight, Enfield Properties Corp. had 
little prospect of being able to make the annual payment 
to Realty of its mortgage payment to Republic. As part 
of the transaction, Enfield Properties Corp. acquired for 
$15,000 the two shell corporations that held title to the 
Adirondaeks property encumbered by a $13.5 million Re¬ 
public mortgage and the Loudoun. Virginia, tract encum¬ 
bered by a $(i.5 million Republic mortgage. Of the $5 
million Republic paid to Enfield for the leasehold mort¬ 
gage, $1.7 million went hack to Republic to pay the Repub¬ 
lic mortgages on the two tracts soon becoming due. Repub¬ 
lic thus paid its mortgages with its own money. Republic 
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treated the greatest part of the $1.7 million as income on 
Republic's income statement. Enfield transferred the 
remaining $3.3 million to Realty and Realty sold some 
debentures and other assets of dubious value to Enfield 
for a part of the $3.3 million. Realty also satisfied the 
second and third mortgages on their fee interest which 
totalled $3,650,000 for a fraction of their face amount. 
Realty ended up with in excess of $2 million in cash. After 
the above transactions had been concluded, Louis llubsli- 
man, Jr. (“Iluhahmnn”), former vice president of Realty, 
acquired Enfield for no consideration, knowing that he was 
aiding the scheme. 

60. On June 30, 1072, Realty purchased a shopping 
center in Levittown, Pennsylvania, for $2.3 million and 
simultaneously obtained a mortgage from Republic for $4 
million, using proceeds of the mortgage to pay for the 
property. Of the remainder, $1,150,000 was returned to 
Republic as prepayment on various hotel mortgages. 

67. On October 6, 1072, Republic acquired from Realty 
in satisfaction of $1,500,(KK) in Realty-related indebtedness, 
two notes of Great Plains Hotel Co., Inc. The Great Plains 
notes aggregate $3,650,000 in face amount, bear no interest 
and do not provide for payment of principal until Decem¬ 
ber 31, 1987, at which time payments of annual installments 
of $15t,?90 are scheduled to begin. 

6S. On October 20, 1072, Republic paid $1,200,000 to a 
Realty affiliate, FNR, to purchase a corporate note of Edu¬ 
cational Development & Research Corporation. Proceeds 
from this transaction were returned to Republic to pay 
Realty-related debt. 

69. On October 5, 1972, Republic granted Realty a $3 
million mortgage on a leasehold interest in a shopping 
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center which was purchased contemporaneously by Realty. 
Of the $3 million received by Realty, $1 million was used 
to acquire Realty’s interest in the shopping center and $2 
million returned to Republic to acquire, at par plus accrued 
interest, notes and mortgages previously transferred to 
Republic by Realty. The notes and mortgages were 
secured by decaying properties in Newark, Patterson and 
Hoboken, New Jersey, and Albany, New York. Most were 
in default. 

70. At year-end 1072, Republic’s investment in Realty 
ami related entities aggregated at least $108 million, out of 
total reported assets of $448 million. 

71. While Republic was continuously making new loans 
to Realty and its related parties from January 1, 1908 
through the present, Realty and its affiliated companies 
and persons were obligated to pay to Republic interest on 
the loans and mortgages already on Republic’s books. 
Republic accrues such interest due and payable as income 
in tile period of accrual. 

72. In Republic’s fiscal years 1970, 1971 and 1972, a 
material portion of Republic’s reported income was derived 
from accrued interest on Realty-related debt. The amounts 
of such pre-tax income arising from Realty transactions is 
at least as follows (reported net income of Republic in 
parentheses): 

Year ended December 31, 


1970 . $2 million ($4,083,274) 

1971 . $.‘i million ($8,617,305) 

1972 . $3.5 million ($10,381,515) 


73. While Republic was reporting interest accrued and 
received on Realty-related debt as income in its annual 
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reports to its shareholders, to the SEC and the public, it 
was continuously making new loans and expanding its debt 
base with Realty and Realty-related entities. Of such 
reported income, a material percentage was attributable to 
cash received bv Republic from Realty. 1 he source of this 
cash was loans made to Realty by Republic when financing 
was not otherwise available to Realty. The ultimate col¬ 
lectibility of these loans was in doubt. Republic should 
not have recognized income therefrom, knowing of Realty s 
condition. 

74. Republic, in its fiscal years ended December 31, 

1070. 1071 and 1 ‘>72 invested a substantial portion of its 
assets in Realty, its affiliates, nominees and related entities 
or in properties which had been obtained from Realty and 
its related companies in satisfaction of debt. Republic 
failed to disclose that a large portion of its assets had been 
invested in Realty, then in grave financial difficulty and 
aided Realty and other defendants in misrepresenting the 
true nature of Realty’s condition. 

7a. Republic thus overstated its assets in its financial 
reports filed with the SEC and others in order to bide the 
Realty financial problems and as part of the scheme to 
withhold disclosure of the substance, nature, extent and 
materiality of Republic’s transactions with Realty, and to 
buoy up Realty’s image. 

7fi. T. Reasley. Nash, R. Beasley, Brady. Skelton, Smoot 
and Stanley participated in the aforesaid scheme and 
fraudulent course of conduct in execution of their respec¬ 
tive offices at Republic. Nash negotiated terms of all Repub¬ 
lic-Realty transactions from February 1, l!»7l2 until the 
present. T. Beasley, as chief executive officer of Republic, 
is responsible and exercised supervisory and review func- 
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tion for conduct of all Republic’s affairs including Repub¬ 
lic's investments in Realty. T. Reaslev participated in 
negotiation of significant transactions aforesaid. R. Beas¬ 
ley. Brady, Skelton and Smoot, in addition to their other 
offices, were members of Republic’s Finance and Investment 
Committee, which approved virtually every transaction 
between Republic and Realty, and all said defendants were 
members of that Committee. R. Beasley, Brady, Skelton. 
Smoot. Wash and T. Beasley, at all relevant times served 
on Republic’s Board of Directors and were charged with 
ultimate responsibility for Republic affairs including its 
investments and its non-involvement in the fraudulent 
scheme herein described. 

77. From in or about January 1, 1970 to the present, 
PMM and Republic and the individual defendants connec¬ 
ted with Republic directly and indirectly, singly and in con¬ 
cert and aiding and abetting each other, by use of means 
and instrumentalities of interstate commerce and of mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading and engaged in acts, practices and a course of 
business which operated as a fraud and deceit upon certain 
persons in connection with the purchase and sale of securi¬ 
ties of Realty and FWR. in violation of Section 10(b) of 
the Securities Exchange Act of 19.14 ri- r ) F.S.C. 7Sj(b)l and 
Rule 10b-5 thereunder (17 CFR 240.10b-5). 

7^. As a part of the aforesaid scheme, PMM issued its 
audit report, including its unqualified opinion on the finan¬ 
cial statements of Republic for the years 1970, 1971 and 
1972 when such financial statements were materially false 
ami misleading in the manner and in tin* respects more 
fully set forth herein. 
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70. Prior to issuing its auditor’s report for Republic's 
fiscal years 1970 and 1971. PMM had received and reviewed 
Arthur Andersen & Co.’s November 6, 1970 letter to Repub¬ 
lic, the outlines of which are alleged above. 


COP XT II 

| Section 10(b) of the Exchange Act and 
Rule 10b-f) thereunderl 

The preceding paragraphs are realleged and incorpo¬ 
rated herein. 

SO. From in or about March 1. 1969 to the present, 
Realty, FXR, Karp and Socher, directly and indirectly, 
singly and in concert and aiding and abetting each other, 
by use of means and instrumentalities of interstate com¬ 
merce and of mails, employed devices, schemes and artifices 
to defraud, made untrue statements of material facts, and 
omitted to state material facts necessary to make the state¬ 
ments made not misleading and engaged in acts, practices 
and a course of business which operated as a fraud and 
deceit upon certain persons in connection with the purchase 
and sale of securities, including those of Realty and Repub¬ 
lic, all in violation of Section 10(h) of the Exchange Act (1f> 
F.S.C. 78,j(h)] and Rule 10b-f> thereunder (17 CFR 
240.10h-f>). 

81. Karp and Socher caused Realty and FNR to: 

(A) Engage in and report transactions in Realty’s 
and FNR’s 1971, 197l2 and 197.’’ financial statements, 
as bona fide, arm’s-length business transactions when 
in fact such transactions were not as reported and 
were part of a fraudulent scheme and long course of 
conduct which had as its purpose creation and main- 
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tenanee of appearance to the investing public, sharo- 
iioMcrs, SKI' ami Amex that Realty ami FXR were 
ami are viable business entities when in fact they 
were not and were close to ceasing to exist as on¬ 
going entities and; 

(l>) Falsely and fraudulently report as income 
proceeds of Republic mortgages when in fact such 
proceeds were immediately channeled back to Repub¬ 
lic. 

^2. In March 1072, immediately prior to the close of 
Realty’s fiscal year. Realty transferred the subsidiaries 
holding title to the Adirondacks and Loudoun land shell 
nominees for nominal considerations. Realty falsely 
declared as income for its fiscal year ended March 31, 1072, 
the excess of Republic mortgages ($20 million) over pur¬ 
chase prices ($0 million). Realty never realized any of the 
$14 million it reported as income since the $14 million went 
immediately back to Republic as a part of the fraudulent 
scheme for debentures of Realty-related entities taken back 
by Realty at par value. At the time, such debentures were 
worth a small fraction of face value. 

^3. On or about February 11, 1071, Realty created a 
corporate entity called S. T). Associates. Tnc. (“S. TV’). On 
February 12, 1071, Realty transferred assets into S. D„ 
namely several mortgage notes on apartment properties 
and an operating lease on an apartment building in New 
Jersey managed by Realty. These assets were carried on 
Realty’s books as approximately $100,000. S. T). issued to 
Realty a $4,000,000 note at a 3% interest rate, with interest 
and principal payable in a single payment in 1070. The 
note was signed at Karp’s request by the owner of a small 
men’s haberdashery store, who signed the note in his capa- 
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city as president of S. I). The note was a corporate note 
without recourse to the party who signed on behalf of S. 1). 

S4. On February 12. 1971, Heavy sold to S. 1). an option 
to acquire, for $1 million, all assets of Realty Equities Suf¬ 
folk Downs, Inc. which owned a racetrack. S. D. on the 
same date transferred its option to National Raceways, Inc., 
which then exercised the option by paying Realty $1 million. 
The document transferring to National S. R.'s option on 
the racetrack assets was sinned by the same individual who 
signed the $4 million note of S. I). 

S. r >. 1 n August 1971, Realty, its subsidiaries and affiliates 
were indebted to Royal National Rank of New York 
(“Royal") for $S,3r>0,139. Royal was over its legal lending 
limit with respect to its Realty-related debt. To create the 
appearance of elimination of such debt. Realty and Royal 
arranged tin 1 following transactions on August f>, 1971 : 

(A) Republic, loaned Realty $3 million which 
Realty paid to Royal; 

(R) Royal purchased from Realty for $2 million 
a mortgage on premises known as the Queen 
Charlotte Hotel in Charlotte, North Carolina. 
Republic delivered a letter agreement to Royal pur¬ 
suant to which Republic agreed to purchase such 
mortgage on or before August 1, 1972 at par plus 
accrued interest: and 

(C) Simultaneously, Royal loaned $3,350,139 to 
S. D., which transferred said sum to Realty, pur¬ 
portedly as partial prepayment of the $4 million 
note of S. D. described above. This obligation to 
Royal remains unpaid and outstanding. 
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86. An S. D. note to Royal for $3,350,139 and other 
related documents were signed by a Realty nominee who 
was represented as vice president of S. D. In fact, how¬ 
ever. tin* nominee was employed by Realty as a building 
superintendent in a New Jersey apartment building man¬ 
aged by Realty. TTe had no interest in S. D. and partici¬ 
pate . none of its affairs except for the signing of various 
S. i ■ oouments which he signed only as directed to do so 
by a Realty officer. 

87. Realty has controlled S. D. from inception. Realty 
lias accounted for transactions with S. D. by reporting 
income statement and balance sheet items for its 1971, 1972 
and 1973 fiscal years in tbe same manner as if Realty had 
negotiated such transactions with an independent party. 

88. Accordingly, in view of the sham nature of the 
Realty-S. R. transactions, material adjustments were neces¬ 
sary to Realty’s financial statements for its 1971, 1972 and 
1973 fiscal years and tbe Realty financial statements for its 
fiscal years ended March 31, 1971, 1972 and 1973, sent 
to Realty’s securities holders, filed with the SRC and filed 
with AMEX, are materially false and misleading. 

COUNT m 

[Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder] 

The preceding paragraphs are realleged herein. 

89. From in or about January 1, 1970 to the present, 
Realty and "Westheimer. Fine, Berger & Co. (“West- 
heimer”). directly and indirectly, singly and in concert and 
aiding and abetting each other, by use of the means and 
instrumentalities of interstate commerce and of the mails, 
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employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading and engaged in acts, practices and a course of 
business which operated as a fraud and deceit upon certain 
persons in connection with the purchase and sale of securi¬ 
ties, including those of Realty, in violation of Section 10(h) 
of the Exchange Act f 15 U.S.C. 78.j(b,] and Rule lOb-5 
thereunder (17 OFR 240.10b-5). 

00. Westheimer audited financial statements of Realty 
for Realty’s fiscal years ended March .11, 1971, 1972 and 
1973. 

91. Westheimer was the third independent auditor to 
begin an audit of Realty’s financial statements for its 1971 
and 1972 fiscal years. Westheimer was put on notice by 
consultation with Westheimer’s immediate predecessor, 
David Rerdon & Co. (“Rerdon”) that Rerdon’s difficulty in 
completing its audit of Realty’s financial statements was its 
inability to satisfy itself by ordinary auditing procedures 
as to the nature and character of a number of Realty- 
Republic transactions. Westheimer was aware that 
Rerdon’s engagement was terminated by Realty after 
Rerdon stated it would have to examine the books and 
records of Republic as an extended auditing procedure 
prior to issuance of its auditor’s report. 

92. Westheimer permitted its audit reports, including 
its qualified opinion, to accompany Realty’s financial state¬ 
ments for the fiscal years ended March 31, 1971 and 1972 
when the financial statements were materially false and 
misleading in that they reported the transactions detailed 
herein including but not limited to the Loudoun, Adiron¬ 
dack* and S. R. transactions, as bona fide arm’s-length busi- 
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nt*t>s transactions, when in fact such transactions were not 
as reported and were part of a fraudulent scheme and long 
course of conduct. Such financial statements also falsely 
and fraudulently reported as income the proceeds of the 
Republic mortgages in the Loudoun and Adirondacks trans¬ 
actions. 


COUNT IV 

[Section 13(a) of the Exchange Act and Rule 13a-l 
thereunder] 

93. The preceding paragraphs are realleged and incor¬ 
porated herein. 

04. Realty’s financial reports for its fiscal years ended 
March 31, 1971, 1972 and 1973 contain, among other things, 
reports of earnings which are false and misleading and 
also report transactions as bona fide arm’s-length trans¬ 
actions which were sham transactions which took place 
between Realty and its affiliates, nominees and other related 
entities. 

9o. Reports, including said misleading statements which 
have been filed with the SEC are Realty’s annual reports 
on Form 10-K for its fiscal years ended March 31,1971,1972 
and 1973. 

% 

9(». By reason of the f < going, defendants Realty, 
Westheimer, Karp and Socliei have violated and aided and 
abetted violations of Section 13(a) of the Exchange Act 
and Rule 13a-l thereunder. 
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COUNT V 


| Section 10(h) of the Exchange Act and Rule 10b-5 
thereunder| 

!>7. The preceding paragraphs are realleged and incor¬ 
porated herein. 

98. From on or about December 1. 1971 to the present 
date, Realty, Evers, O’Toole and Karp directly and indi¬ 
rectly, singly and in concert and aiding and abetting each 
other and other defendant.-, by use and means and instru¬ 
mentalities of interstate commerce and of mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts, and omitted to state material 
facts necessary to make the statements made not mislead¬ 
ing and engaged in acts, practices and a course of business 
which operated as a fraud and deceit upon persons in con¬ 
nection with the purchase and sale of securities of Realty 
and Republic, all in violation of Section 10(b) of the Ex¬ 
change Act | lf> TJ.S.C. 7S,j(b) j and Rule 10b-f> thereunder 
(17 CFR 240.1 Ob-h). 

99. As a condition to entering into the Loudoun trans¬ 
action and other transactions described which closed on 
December 22, 19 , Republic requested that Realty supply 

it with appraisals of the respective properties reflecting 
values to justify the amount of purchase price or amount of 
tin* mortgages. Republic required that the appraisals be 
done by an appraiser who is a Member of the Appraisal 
Institute (“M.A.I.”). 

100. On December 14, 1971, Karp contracted with 
Evers, a former director of Realty who is not himself an 
appraiser, that for it total of $.‘>o.000 pins expenses. Evers 
would supply appraisals for pioperties in the Adirondacks; 
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Lake Havasu, Arizona; West Palm Beach, Florida; Harri- 
man, New York; and an A&P store in Yonkers, New York. 

101. Evers hired O’Toole to do the appraisals, paying 
O’Toole $12,500 of the $35,000 he received. 

102. On December 17, 1971, Republic’s Finance and In¬ 
vestment Committee approved the granting of mortgages 
for the purchase of properties involved in the transactions 
which closed on December 22, 1971. The appraisal reports 
submitted to Realty by O’Toole and Evers reflect the fol¬ 
lowing values for the subject properties. The contempo¬ 
raneous Realty purchase price is in parentheses: 


Lake Havasu $5.2 million 

llarriman $4.4 million 

Adirondacks $1^ million 

West Palm Beach $2 millE* ■ 


($2.4 million) 
($! " million) 
($3.1 million) 
($().<! million) 


lb.!. O’Toole, accompanied by Evers, did not visit the 
sites of the subject properties until after the Republic 
Finance and Investment Committee approved the transac¬ 
tions on December 17, 1971. The appraisals written by 
O’Toole were delivered by Realty to Republic January 4, 
1972. 

104. The appraisals were backdated to December 13, 
1971, prior to the meeting of Republic’s Finance and In¬ 
vestment Committee on December 17, 1971. The appraisals 
were fraudulent and inflated and ignored contemporaneous 
purchase prices of properties involved, as well as sales 
prices of comparable properties. 
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COUNT VI 


[Section 10(h) of the Exchange Act and Rule 10b-5 
thereunder] 

105. The preceding paragraphs are realleged herein. 

From in or about July 1, 1070 to the present, Realty and 
Karp, directly and indirectly, singly and in concert and 
aiding and abetting each other, by use of means and instru¬ 
mentalities of interstate commerce and of mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts, and omitted to state material 
facts necessary to make the statements made not misleading 
and engaged in acts, practices and a course of business 
which operated as a fraud and deceit upon certain persons 
in connection with the purchase and sale of securities of 
Realty, all in violation of Section 10(b) of the Exchange 
Act 115 U.S.C. 7Sj(b) 1 and Rule 10h-5 thereunder (17 CFR 
240.10b-5). 

106. On August 1. 1070, a dividend of 0 1 ] cents per 
share was payable on Realty’s common shares. On July 31, 
1070, Karp ord* ed $200,000 of funds of Avionics Invest¬ 
ing Corporation, a small business investment company 
wholly-owned by Realty, transferred from Avionic’s Tsicl 
bank account in New Jersey to Realty’s account at Rankers 
Trust Company in New York City. 

107. The funds transferred wore used to pay a dividend 
to Realty’s common shareholders on August 1, 1970, at the 
rate of 6 1 i cents per share and aggregated $196,152.90. 

108. Realty had not disclosed it was able to pay its divi¬ 
dend on August 1. 1970 only through such means of 
illegally diverting funds. By so declaring and paying such 
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dividend, Realty perpetrated the false illusion that it was 
in relatively sound financial condition, when in fact it was 
in dire material financial straits. 

109. On September 30, 1970, Realty repaid $200,000 to 
Avionics, with cash proceeds from the $12 million Mercan¬ 
tile loan to Realty arranged by Republic. 

110. On June 15, 1972, the United States District Court 
for the District of Columbia, in a case captioned SEC v. 
If edit if Equities Corporation of New York, C.A. No. 2544- 
71, entered an Order of Final Judgment of Permanent In¬ 
junction as follows: 

“1. That defendant shall file with the plaintiff 
Securities and Fxohange Commission, and duplicate 
originals with the American Stock Exchange, an an¬ 
nual report on Form 10-K for its fiscal year ended 
March 31,1972, by July 20,1972; and 

“2. That defendant be and hereby is permanently 
enjoined and restrained from failing subsequent to 
July 20. 1972. to file with the plaintiff Securities and 
Exchange Commission, and duplicate originals with 
the American Stock Exchange, timely and accurate 
periodic reports on Forms 10-K, 9-K and 10-Q, or any 
other forms, in contravention of Section 13(a) of the 
Securities Exchange Act of 1934,15 U.S.C. 78m (a), 
and the rules and regulations thereunder.” 

111. Grant and KHF were the independent auditors for 
Realty during certain relevant portions of the periods above 
described. Each discovered and knew of certain and many 
ways of tin* material problems between Realty and Republic, 
all as hereinabove described. Grant and KHF informed 
Realty of the fact that the financial statements of Realty and 
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of FNR would not ho unqualified and both firms were re¬ 
placed as auditors for Realty. Vet both firms failed of their 
obligations to the public and to the SEC and Amcx to fully 
disclose such facts and to alert the responsible authorities 
thereto. Instead each firm withheld the facts thereof in 
order to benefit themselves by not involving themselves 
therein, directly or indirectly, and to prevent damage to 
th‘inselves and to other defendants, despite the further 
damage resulting to plaintiff and the class. 

112. The securities of Realty were listed and traded on 
Amex until in or about September 2fi, 1973. Plaintiffs and 
the class purchased Realty securities in large portions be¬ 
cause of the flexibility, liquidity, reliability, full disclosure 
and responsibility of securities listed and traded on Amex 
as propounded to the public. After taking no action for a 
considerable period of time, Amex conducted an extensive 
investigation of Realty and ascertained and came into pos¬ 
session of many or all of the facts herein alleged. Despite 
the aforesaid. Amex merely delisted Realty securities and 
withhold and omitted to disclose to plaintiffs and the class 
the facts which Amex had ascertained despite its duty to 
oversee such full disclosure, thus causing further damage to 
plaintiffs and the class. 

113. This action is also brought to restrain defendants 
from continuing such acts, practices and courses of business. 
Defendants will, unless restrained and enjoined, continue to 
engage in acts, practices and courses of business of the 
nature and type alleged herein. 

114. As a result of each of the wanton and deliberate 
acts above, performed in total disregard of rights of the 
public at large, plaintiffs and the class were damaged. 
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COUNT VII 

115. The preceding paragraphs are ‘alleged herein. 

IK). From in or about January 1, 19(18 to the present, 
Standard & Poor’s and Best's have directly and indirectly, 
by the publication in their periodicals of facts given to them 
by the above companies without verifying and investigating 
these facts and by stating the good financial condition and 
future outlook of Republic have mislead plaintiffs into pur¬ 
chasing shares in Republic. 

WuKitKKoiu:, plaintiffs demand jo gment that: 

(A) The rights of the named plaintiffs and the 
class against the defendants be determined and this 
action he determined as a class action as above de¬ 
fined : 

(B) Plaintiffs and the class he awarded damages 
against defendants as determined and expenses, costs 
and disbursements incident to prosecution of this 
action, including reasonable accounting and counsel 
fees: 

(C) Punitive and exemplary damages be assessed 
against defendants; 

(D) This Court issue a preliminary and final judg¬ 
ment restraining and enjoining defendants, and those 
in concert or participation with them, from, directly 
or indirectly, in •• «<>»tion with the offer, purchase or 
sale of securities Heretofore or hereafter issued by 
Republic and Realty, using means and instrumentali¬ 
ties of interstate commerce or mails to make false 
and misleading statements or omit to state material 
facts necessary in order to make statements made. 
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not misleading, and/or employ devices, schemes or 
artifacts to defraud, concerning but not limited to 
matters described herein, and to engage in any act, 
practice or course of business which operates or would 
operate as fraud or deceit upon any person, pertain- 
ing to matters in this complaint. 

(E) An order issue appointing a receiver to take 
control of the books, records, assets and business of 
Republic and Realty and to conduct their affairs until 
further order of this Court and empowering and 
directing such receiver to, among other tilings, con¬ 
duct a full investigation and arrange to oversee an 
accounting into the financial and other affairs of 
Republic and Realty and take appropriate action 
based thereon. 

(K) Such other relief as the Court deems proper. 

/s/ IIakry Tl. Tjirsm 

Ifarrv II. Lipsig 
Attorney for Plaintiff 
'Office & 1*. O. Address 
100 Church Street 
New York, New York 10007 
(212) 7:12-9000 

(Verified by Kenneth I. Herman on March 15, 1974) 
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Before: Hon. Mii.ton Pollack, P.J. 

Xew York. June 12, 1974; 

4:10 P.M. 

APPEARANCES: 

Kass, Coodkind, Wechslt:r & Gerstein, Esqs., 

Attorneys for Plaintiffs Miller and Oottlieb; 

By: Stuart I). Weclisler, Esq., of Counsel. 

I it.v Jay Sands, Es<|., 

Attorney for Plaintiff Eat:. 

('a mi.i.. Cordon & Rkindki., Esqs., 

Attorneys for Peat, Marwick, Mitchell tl‘ Co.: 

By: William E. Hegartv, Esq., of Counsel. 

Battle, Eowi.ku, Lidstonk, Jakfin, Pierce & Kheel, Esqs., 
Attorneys for Defendant Realty Equities Carp.; 

Bv: Raymond E. Gregory, Esq., of Counsel. 

Arnold & Porter, Esqs., 

Attorneys for Defendant Westheimrr, Fine, 
Berger <C Co.; 

By: Daniel A. Rezneek, Esq., of Counsel. 
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Nickerson, Kramer, Lowenstein, Ness, 

Kamix & Sou., Esqs., 

By: Eugene Nickerson, Esq.. of Counsel. 

Booth ik Baron, Esqs.. 

Attornei/s for Defendant Simula id <( 

Poor's Corp.: 

By: (loorge C. Baron. Esq.. of Counsel. 

Donald I*'. Ayers, Esq., 

.11 tonic p I'm Defendant .1. .1/. first Co.. Inc. 

Wixtiiroi*. Stimson, I’ctnam & Roberts. Esqs.. 

Attorncifs lor Itcfcmlant Irrini / Trust Campanil 
By: Tlieo Weity,. Esq.. of Counsel. 

Tk.nzer, (ireenbuytt, Fallen & Kaplan, Esqs., 

At to rite/is for Defendant Peers: 

By: Richard Kaye, Ksq., of Counsel. 

Williamson A; Sciioeman, Esqs., 

Attorncifs for Defendant Chapin; 
lly: I’eter Williamson. F.sq., of Counsel. 

Kaye, Sciioi.er, Fieilmax, Hays iV IIaxui.er, Esqs., 

Attoi iiei/s for Defendant lie public; 

By: Sheldon Qlieusis, l*'.s(|., of Counsel. 

Lord, Day & Lord, Esqs., 

Attornciis for Defendant American Stock 
Exchange; 

By: R. Scott (! real head. Esq., of Counsel. 

Shearman iV: Sterlixo, Esqs., 

A Horn lies for Defendant Alexander Grant <f Co. 
By: .lames R. Hawkins, Esq., and 

Richard T\ Lasko, Esij., of Counsel. 
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Also Present: 

Mr. D’Atri 
Mr. Heller. 

Tlie Court: Gentlemen, as eaeli of die lawyers rises to 
speak, so that we liave a record rtf' who you are, please give 
us your name, the name of your client, and. if possible, the 
docket number of the cast* tor which you are speaking. 

The purpose of the meeting today is to move along with 
a proposed order consolidating all of the civil litigations 
that art* related, anti to consolidate those cases "presently 
for pretrial purposes and, possibly, ultimately, for 
purposes of trial. 

To assist in the management of the cases we have had 
a meeting of the lawyers representing plaintiffs anti sug¬ 
gestions have been math* to tin* Court with respect to an 
order for consolidation which, basically, would provide for 
the consolidation of the cases for all pretrial purposes, and 
for the creation of a consolidated complaint which would 
set forth the claims asserted in tin* separate actions col¬ 
lated into separately stated counts by class and derivative 
categories, and provide for lead counsel, who would act as 
the clearing house for papers to he served and to be 
received in the consolidated proceedings, and also to pro¬ 
vide for a stay of any new derivative suits in this district 
except for good cause shown. 

The order that I contemplate would be without prejudice 
on the part of the defendants for a transfer of these suits 
to the District Court in Texas, Dallas Division, and be 
deemed to be without prejudice to the right of the judge 
selected to preside in the transferee district to establish 
any orders for the conduct of these litigations, whether or 
not consistent with the terms of order that T would 
enter. 
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First, I would like to hear from counsel representing 
defendants as to any suggestions that they might have like¬ 
wise to have lead counsel to the extent that that is feasible, 
and even if not feasible what suggestions counsel for 
defendants would have for the efficient conduct of the liti¬ 
gations pursuant to tin* suggestions heretofore made to 
consolidate the proceedings on the part of the plaintiffs. 

I am mindful of the fact that the multi-district panel will 
be meeting on these matters, or some of them, in relation 
to the cases that are pending in Texas, Tennessee, and New 
York, and may have its own views about what should be 
done; of course, any order of the multi-district panel will 
be superior and will govern any order that T would enter 
here. 

I have received a letter today, written in single space, 
five pages, from Mr. Barr, which is so long that I have not 
had time to do any more than to read the name of the 
sender on the first page while I was conducting other busi¬ 
ness. If it relates in any way to what we are about to do, 
if Mr. Barr is present he can call my attention to it 
perhaps in shorter form, otherwise T will read it as soon as 
T can get to it. 

I suggest that in any order you choose the counsel for 
defendants advise me of any reaction to the proceedings as 
irdicated. 

I should add that this does not relate to any way to the 
action of the Securities and Exchange Commission against 
corporate defendants and others. We are talking only 
about the cases brought by private parties, securityholders. 

Mr. Baron: My name is George Baron. We represent 
the defendant Standard & Poor’s Corporation in the Her¬ 
man action, 74 Civ. 1248. 

What T would like to say, I think it hinges on whether 
or not there should be consolidation including our clients, 
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Standard & Poor’s Corporation. We are named as a 
defendant in count 7 only of the Herman complaint; we are 
in no other case whatsoever. 

We brought a motion on to dismiss that complaint before 
your Honor which was adjourned sine die for various rea¬ 
sons and, as I understood it from your Honor’s secretary, it 
would be held in abeyance but would be heard on June 
17th at 2.00 p.m. when there would be a more formal hear¬ 
ing of all counsel. 

The Court: We are going to hear your motion at that 
time in its full vigor, and it is not adjourned for all pur¬ 
poses or any purpose other than the merits of your motion. 

Mr. Baron: We would like to call to your Honor’s atten¬ 
tion that with regard to this consolidation, we oppose that 
so far as we are concerned. We don’t think we should be 
harassed with 17 lawsuits involving specific transactions, 
actions, with which we have absolutely nothing to do. 

The Court: Mr. Baron, that’s somewhat unrealistic. If 
in fact, there is a basis for an assertion of a claim against 
your client—and T don’t say there is, I don’t know at this 
juncture—and if it is a claim that could properly be joined 
in a complaint, I see no reason why it could not be joined 
in a consolidated amended complaint reserving to you your 
rights to move for a severance and separate trial, if the 
interests of justice dictate. 

Mr. Baron: May T take the Court’s two “ifs” in order. 

Tf a cause of action is alleged, which we say has not been 
alleged, and if it is appropriate as pendante jurisdiction 
in this litigation, our papers point out that neither of those 
two bases prevail here. 

Thank you, your Honor. 

Mr. Ayers: May I just note my appearance: Donald 
Ayers, attorney for A. M. Best Co., Tnc., a defendant in the 
same action. 


v 
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We are in exactly the same position as outlined by Mr. 
Baron. We are a publishing house named only in count 
No. 7, and we have, with your consent, your Honor, the 
same motion returnable to dismiss at that time. 

The Court: I will bear you at that time on the merits. 

Mr. Ayers: Thank you. 

Mr. Williamson: Your Honor, my name is Peter William¬ 
son. 1 represent Homer Chapin, a defendant in the Katz 
action, a defendant in the Herman action Ifo is named 
in each of those in only one count, the first. 

Mr. Sands has consented to the dismissal to motion 
papers that I served on him hut have not submitted to the 
Court yet. 1 have given similar motion papers to Mr. 
Lipsig, the attorney in the Herman action, and asked 
whether lie would not consent thereby without objection by 
him. 

With the Court's permission, I would like to submit those 
papers to your Honor on the 17th and. perhaps, the defend¬ 
ants, who T gather should not be defendants, at least in the 
case of my defendant, he should not be a defendant in any 
of these actions, could then be taken care of. 

Would that be satisfactory? I represent Homer Chapin, 
a defendant only in the Katz and Homer actions. 

The Court: f will say this: The consolidated amended 
complaint would be expected to embrace only the surviving 
claims and surviving defendants, so that if any claims, such 
as the Standard & Poor’s, or the other one, go out, they 
will not be consolidated. They will have been disposed of. 

Mr. Oliensis: May it please the Court, my name is Shel¬ 
don Oliensis of Kaye, Scholer. We represent Republic 
National Life Insurance Company, and I believe we are 
defendants in 11 of the 12 private actions that we are aware 
of. 
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Tin* Court: I am not clear about the relative position: 
ot' your firm and the Washington firm that also li;.s 
appeared on some records. Are you local counsel for traffic 
purposes or active counsel? 

Mr. Oliensis: Extremely active counsel. We are counsel 
of record? 

I am sure T am aware of why your Honor asked this 
cpiestion. The SEC, through error, served Washington 
counsel rather than us, and that has been rectified. 

The Court: You received my letter? 

Mr. Oliensis: Yes, your Honor. 

The Court: For guidance of the others, my letter was 
a letter I sent to the SEC and to counsel for Republic call¬ 
ing to their attention a matter with relation to the relief of 
the SEC asserted and citing two cases to them, to ask them 
to supplement their presentation of tonnage with reference 
to the doctrine of those two cast's. When T say “tonnage,” 
I say that because except for the SEC case and one other 
cast' that came to my chambers today, in seven years I have 
yet to see a one-foot high collation of papers on any motion. 
Xow T have two of them. 

Mr. Oliensis: Your Honor, from our standpoint, we 
respectfully submit that consolidation is clearly necessary 
if these matters are to proceed in an orderly and organized 
way. 

However, we are concerned about one aspect of the pro¬ 
posed order about which I would like to addiess myself. 
All the complaints—and that is irrespective of whether they 
have been filed on behalf of Realty stockholders or Republic 
stockholders, deal with precisely the same set of operative 
facts, and a few minor differences, deal with substantially 
tin' same defendants. The most dramatic illustration of 
that, f think, is if you put the Katz and Herman complaints 
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side by side, Katz is a complaint on behalf of Realty stock¬ 
holders, and Herman is a complaint on behalf of Republic 
stockholders; once you get past the introductory formal 
paragraphs the complaints are verbatim for the next 25 
or .‘10 pages. 

There is nothing wrong with this at all, hut it certainly 
demonstrates that what is involved in these litigations is a 
single set of facts irrespective of whether the plaintiff hap¬ 
pens to he acting on behalf of Realty or Republic stock¬ 
holders. 

We don’t always agree with everything the SEC does, 
hut we think that the SEC method of handling this in their 
complaint is probably the easiest one in terms of judicial 
management. 

The t'ourt: The force of what you are saying is that 
instead of having two consolidated amended complaints 
there should he a single amended complaint and one lead 
lawyer, not two? 

Mr. Oliensis: T agree on the first part. T was going to 
end my statement: While this is not a matter on which the 
defendants obviously ought to take a position, it would he 
perfectly appropriate to have allocations of duties within 
the framework of the single consolidated complaint. 

The Court: 1 understand the situation. 

Mr. Oliensis; The SEC complaint devotes its first two 
counts to Republic, the third count to Peat, Marwick, the 
fourth to Realty, and the f p Mi, sixth and seventh counts 
to various other defendants 

We recognize that as your Honor had stated earlier today 
in the case of private actions sub-counts might be required 
as to class actions, derivative actions, bondholders, and that 
sort of thing. We believe that that is the way that would 
be the most orderly and efficient way, otherwise the defend¬ 
ants will find themselves in the position of having two 
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litigations which were identical as far as the defendants 
are concerned. 

The Court: Before any other defendant speaks on this, 

I would like to talk to the two lawyers who have been taking 
the lead up to now to address themselves to this suggestion: 
What is wrong with it? 

Mr. Weehsler: My name is Stuart Weehsler. T am coun¬ 
sel in the Miller case, which was originally the Republic 
case. 

1 think that there is some conflict which would be created 
and which may well be insurmountable by consolidating the 
complaints in this matter because there are different 
defendants, there are different classes from different com¬ 
panies pursuing the same pot of gold, in some cases from 
the same defendants. Decisions will have to be made by 
lead counsel in the Republic cases and lead ccunsel in the 
Realty cases with regard to tralegy. which may be differ¬ 
ent. It would not seem to me to he appropriate, and it 
would also be unprecedented, to attempt to combine classes 
from two entirely different companies. There are probably 
going to be classes and sub-classes and derivative claims in 
both, and to conglomerate all of these really unrelated mat¬ 
ters, unrelated in certain respects and related in that they 
arise fiom the same transaction, but the same transaction 
gets different people in different ways. 

The Realty people wen* allegedly misled by different 
finance,.' statements than were the Republic people. The 
fact that the same single transaetic ■ hurts two different 
classes does not necessarily mean that they should be con¬ 
solidated. In fact, in this case where conflicts exist, T don’t 
think it would be a good idea, and T think it would be 
unprecedented, and it would make the complaint unwieldy— 

The Court: Mr. Oliensis, isn’t your point sufficiently 
cared for if discovery, when and if that becomes appropri- 
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at<‘, is consolidated so that a particular defendant is not 
dragged around twic< been *so there are two j>ieees of paper 
against you? 

Mr. Oliensis: 1 think k , your Honor. I think that tin* 
consolidation should lx for all purposes, otherwise you have 
a rather unusual occasion of two trials covering precisely 
the same ground. 

The Court : You are talking about trials. 1 am talking 
about consolidated pretrial proceedings based upon sepa¬ 
rately consolidated amended complaints. 

As i understood what you said to me, you said there 
ought to be a single consolidated amended complaint 
covering the claims relative to each of the two corporations 
that we are concerned here, that is the life insurance com- 
pany and the realty company. 

\\ hat Mr. Weehsler is saying, to set that all together in 
one legal action may put together conflicting situations both 
as to defendants’ claims and classes. 

It seems to me that confusion could be mounted very 
severely by attempting to have a single complaint. On the 
other hand, 1 see no reason why if a deposition is to be 
taken in the one case it should not go forth simultaneously 
and coextensively in the other case, so that deposition 
practice will not be repeated; and it is only the lead lawyer 
who is asking the questions who may shift around, but so 
tar as your defendant or the witness is concern *d he will 
be confronted only once rather than twice. 

\\ hv isn’t that the more orderly procedure than having 
a single complaint also? 

Mr. Oliensis: If it please the Court, I suspect that that 
would not hurt. 1 think what we have here is a single set 
of facts, and for the defendants to be taken through that 
same set of facts twice, even though it might be physically 
at the same time, would be duplicative. 
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The Court: Why twice! \uu unito. c.sk the same ques¬ 
tion twice. 

Mr. Oliensis: I’m not sure what your Honor has in mind, 
hut if there is one load counsel with responsibility in this 
area and one lead counsel with responsibility in another 
area, I would assume that the second examination would 
not simply be permitted to ask questions that the first had 
not asked. 

The Court: 1 don't see why you assume that. That’s 
precisely what happens in every criminal case where there 
are conflicting interests. Cross-examining counsel, after 
the first cross-examiner, doesn’t get a chance to go over the 
same ground just because he has a different client. 

Mr. Oliensis: If it please the Court, l am reasonably 
sure, and 1 hate to look at a crystal ball, but if there are 
two separate complaints, same set of facts, two separate 
counsel, it will prolong the depositions far beyond what 
would take place if you had a single complaint with allega¬ 
tions of sub-matters among various counsel. 

The Court: 1 could take care of any prolonged examina¬ 
tions in short order. All you have to do is let me know 
that somebody is prolonging an examination and in ten 
minutes I will have stopped it. 

Mr. Oliensis: I would like to respond to one thing that 
Mr. Wechsler said: 

Clearly there is nothing inconsistent, and 1 speak from a 
defendant’s standpoint, in having these defendants alto¬ 
gether in oiK! action. That’s what the SEC did. If we do 
address ourselves to practicals, I think without exception 
all of these complaints are written based on the SEC com¬ 
plaint. What they have done is pick this slug and that 
slug. What they have done is to break down one complaint 
into 12 different complaints. 










88a 


Transcript of Hearing, June 12, 1974 

What would make sense is to make them one complaint 
again. I am unahle to see how there could be a time saving 
or how things could be moved more expeditiously or effec¬ 
tive if what is essential in one complaint is broken into two. 
1 can envisage risks and possibilities, waste, time, effort, 
and considerable delay, or, from a defendant’s standpoint, 
which we would like to avoid. 

1 have been the only one of the defendants, of course, 
who is in most of these litigations, to speak. 

The Court: I am trying to hear everything. 

The thing that seems to me very clear, I think it was 
highlighted by what Mr. Baron had to say and what Mr. 
Ayers had to say. All the defendants may not be neces¬ 
sarily affected by all claims, and I think that if a defendant 
is a defendant in one case and not in another case, you are 
imposing a burden on that defendant to deal with a consoli¬ 
dated complaint concerning a lot of matter he is not inter¬ 
ested in. 

Mr. Oliensis: Tf it please the Court, I think that’s the 
clearest possible example of why two complaints would not 
be serviceable. There are some of these defendants who 
are in only two actions and yet the two actions they happen 
to be in, one is on behalf of Realty and one is • n behalf of 
Republic stockholders, so the result is that these peripheral 
defendants would be going full speed in two different liti¬ 
gations, even though the charges made in both are identical. 

The Court: Then we come to the last point. T don’t 
think 1 have the power to prevent litigant A from litigat¬ 
ing his claim hv forcing him into another person’s action. 
I think I do have the power to compel consolidation of pro¬ 
ceedings but not consolidation of actions in the sen »e of 
telling somebody, “Your claim really belongs in somebody 
else’s action,” and vice versa. 
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Mr. Oliensis: If it please the Court, 1 think that falls 
well within the plenary powers. We would be glad to brief 
the point. There is nothing inconsistent in having Realty 
and Republic stockholders suing in the same time period 
and the same litigation ot*>'*r than having the Realty stock¬ 
holders and bondholders in the same litigation. 

Mr. Weehsler: One of the problems here is that the 
classes are not r ally suing on the basis of the same facts 
in a sense tha' a single transaction might have caused dif¬ 
ferent misrepresentations and different financial state¬ 
ments submitted to different people. Those financial state¬ 
ments, single transactions, might make each statement mis¬ 
leading. I’he statement submitted to Republic shareholders 
might be misleading and the same in Realty might not have 
been materially misleading. T think there are significant 
differences. 

The Court: How many Realty cases are there! 

Mr. Oliensis: 1 think it is six and six. 

The Court: Let’s put that point aside and we will hear 
from other attorneys, counsel, for a moment. 

Mr. Hegartv: Very briefly, my name is William Hegarty. 

I wish to join in the position stated by Mr. Oliensis: It 
seems to me we are dealing, T take it, with an effort to 
arrive at an order of consolidation on consent without 
regard to the limits or lack of them under your Honor’s 
power to bring things together in an effort— 

The Court: More importantly, we are trying to arrive 
at an order that is not unfair. 

Mr. Hegarty: Exactly. 

My client, in contrast to Standard & Poor’s but like Re¬ 
public, finds itself a defendant in most of the actions, sued 
by two or three different classes of people, bondholders of 
one company and stockholders of the same company and 
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stockholders of another company with respect obviously 
to precisely the same conduct on the part of my client. 

It is therefore very much to our advantage to avoid du 
plication if they can be brought together in one rational and 
simplified action with the rights of all the plaintiffs pre¬ 
served by separate counts, separate descriptions, classes, 
and the like. 

I think also, your Honor, there is a practical problem in¬ 
herent in the division that is proposed, and that is this: 
We have a geographical focus concerning Republic which 
is Texas. We have a geographical focus—1 am simplifying, 
of course—concerning Realty, which is New York. I as¬ 
sume that different parties before the panel, as to where 
some or all the actions should or should not develop, my 
clients take no position on that. Our position simply has 
been we don’t want to be in more than one district at once 
if we can avoid it. The bifurcation here between two com¬ 
plaints, 1 think, points somewhat in the direction of that 
for us of litigation involving the same facts conducted in 
two different districts by two different lead counsel, 
granted, of course, the Court control unwise and unneces¬ 
sary duplication. 

I think there will be a natural tendency and temptation 
in that regard. For that reason T wish to endorse Mr. 
Oliensis’s position. 

Mr. Rezneck: Your Honor, my name is Daniel Rezneck 
representing Westheimer, Fine, Berger & Co. 

T think we would be one of the peripheral defendants 
Mr. Oliensis referred to in that we are defendants in less 
than half the cases and are charged on less than all the 
counts in these cases. Nevertheless, we do strongly prefer 
a single consolidated complaint. T think it would make it 
much simpler, from our standpoint, to have to deal with 
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one case rather than two complaints. I think it would be 
a great savings in time, paperwork, and energy on our part, 
and I think on the other parties as well. 

1 would like to bring one other consideration to your 
attention, and that is that i think if you have two com¬ 
plaints you will also get a proliferation of pleadings as 
well. 1 foresee that you are going to get cross claims in 
each case, cross claims perhaps for indemnification and so 
on; by virtue of having two complaints you are going to 
have a series of third party complaints because 1 think if 
not all the parties are defendants in each case you are 
going to get parties defendant in one case attempting to 
bring in parties defendant from the other case; thus, you 
are going to get the two cases. I think, brought back to¬ 
gether again as a practical matter. There is going to be 
an enmeshing, I think, and I would suggest it would be 
simple to deal with it as a single consolidated case from the 
beginning, because tl n everyone can deal with that on the 
defense side by means ol a cross claim. The Court can 
enter an order saying that every party will be deemed to 
have interposed claims for indemnification. You will avoid 
paperwork by starting out with one complaint. 

The Court: In what case was that done? Send me the 
citation of that. 

Mr. Rezneek: I will furnish it. 

Judge Parker there entered an order in order to avoid 
proliferation and pleadings that every defendant would be 
deemed to enter cross claims for indemnification and con¬ 
tribution in the private action. 

The Court: Do you have a copy of that order? 

Mr. Rezneek: I can send it to you. 

That’s all I have. 

Mr. Hawkins: My name is James Hawkins and T am 
with Shearman & Sterling. I represent the defendants 
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Alexander <»rant & Company and Klein, Ilines & Fink 
[sic]. They were at one time auditors for Realty Equities 
Corporation. 

My clients are named in but two actions, the Katz action 
and the Herman action, 74 Civ. 1137 and 74 Civ. 1248. 

We are named in but one count of each of those com¬ 
plaints. 

We would object to a physical merger of all if these 
cases into a single action. We strongly recommend and 
urge consolidated discovery. 

T, personally, have been invoi. .,d in six multi-district 
proceedings where there has been no single or two consoli¬ 
dated complaints filed but, rather, the complaints were 
transferred to the transferee district, the actions remained, 
had their separated identities, but the Court continued to 
control discovery and had a single set of discovery, a single 
document production; the plaintiffs’ counsel was directed 
to get together and to request the same documents or to 
come up with one request for documents, the same on depo¬ 
sitions; there was a single set of depositions where lead 
counsel for plaintiffs initially conducted his discovery and 
then additional counsel conducted any further discovery 
they thought appropriate. 

Your Honor began this situation by saying that we were 
looking for consolidation for pretrial purposes only. It 
seems to me that if we consolidate the complaint under 
Rule 42, what we are doing is consolidating for the pur¬ 
poses of trial. I think we are a long way from trial, and 
T think to have this physical consolidation merger is inap¬ 
propriate before we know we are down the road far enough 
to know what we are faced with. 

The Court: i don’t understand your point, Mr. Hawkins. 
Tf you are a defendant in one particular claim as to one 
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particular corporate entity, a consolidated pleadings, even 
as a single pleading, will state, for example, sixth count 
stated against Alexander Grant and Klein, Hines & Fink 
I sic |, or sixth count against Grant, seventh count against 
Klein, Mines & Fink [ sic*j—what is confusing about that? 

You see, when you have one single set of papers as con¬ 
trasted with the comparative procedure that you have indi¬ 
cated occurs in other courts, you don’t impose upon a judge 
or other parties the obligation to see what is lurking wiu ' i 
the framework of each set of semantics. It seems to me 
that you would want to be brought out to front and center 
and say, “This is the claim against me and I don’t have to 
go searching around in the interstices of all these other 
complaints to find out if I am being challenged or charged.” 

I think that your point should wind up with a different 
conclusion. If you want to know specifically what you are 
charged with, the best way to find out is to make everybody 
zero in on you in one instance and not in 12 or 14. 

Mr. Hawkins: I think we are quite aware in the com¬ 
plaints that have been served and filed in this court as to 
precisely what counts we are involved in and what counts 
are charged ags : -st us, and I don’t beg to differ with vour 
Honor, but I don’t think the consolidated complaint is 
going to make that clearer to us. 

Secondly, I think there are factual distinctions in the 
claims and in the classes that are being asserted which 
should not be merged; for example, there is no derivative 
count against us, our client. Those should not be merged 
into a single count which would bring in our client. There 
are no claims by bondholders— 

The Court: Why would they be merged against your 
client. They are net merged against your client. Deriva¬ 
tive allegations of complaint will say, count 2, derivative 
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claim asserted against X, Y, Z. You are not named there. 
You don’t answer it. Ignore it. That’s the way you handle 
it. I have done it maybe 50 times or 100 times myself, 
long before I got to the court, and the defendants were very 
thankful that they were not facing 14 lawyers with seman¬ 
tics that varied 14 times to obscure the fact that there were 
13 pockets. 

Mr. Hawkins: It seems to me, your Honor, that the 
complaints have already been served and the parties are 
well aware of the allegations that are in those complaints. 
The serving of a consolidated complaint at this time is not 
going to assist that. 

For purposes of discovery, I agree wholeheartedly, the 
consolidated discovery in this case is absolutely essential. 

1 don’t object to that at all. T think that we are getting 
into the situation where we are presuming there is going 
to be a merged trial because we are consolidated and con¬ 
solidating takes place under Rule 42. a consolidation for 
hearings on irial. 

The Court: Let me say this: While T have not said 
there will be a merged trial, I think that there are sufficient 
indications now to indicate that there will be a merged 
trial unless that seems unfair as a result of the pretrial 
proceedings. Tt just doesn’t make much sense to try 12 
different, 14 different, cases 14 different times when 
there is only one point. 

Mr. Hawkins: T understand that point with respect to 
most of the defendants. 

There is one other point T would like to make, your 
Honor. Our clients believe they have a very substantial 
right to dismiss. We have refrained from filing that 
motion today. 1 understand that certain other defendants 
are going to file motions. T want to make sure that we 
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oitlior got in stop, or at loast in stop with your Honor's 
schedule, as to tiio filing of tlioso motions, whether yon 
think it is more appropriate after the decision on consoli¬ 
dation, whether you think it is more appropriate before the 
decision on consolidation. 

The Court: 1 cannot tell you whether the situations are 
akin to that of the defendant publications. The defendant 
publications have claimed that the charge against them is 
so extreme as a matter of substantive law that they ought 
not to he subjected even to the necessity of facing the con¬ 
solidation and, therefore, they would like to he heard cur¬ 
rently, and 1 agree with that. They ought to he heard 
currently to find out what there is to hold publications :‘n 
circumstances like this. 

When it comes to accountants in a case where the 
accountant himself is charged as suspect, the category of 
the accountants, either past and terminated, or past and 
present, may not give such a sharply defined basis for 
prompt action as in the case of publications and therefore 
does not indicate any essential prejudice in waiting until 
you get the consolidated amended complaint. 

So unless you think that there is something extraordi¬ 
narily unfair in waiting to see what the charges are leveled 
against your client in the consolidated amended complaint, 
f would suggest you hold your motions, because the motions 
are not going to he entertained merely for purposes of fer¬ 
reting out what the claim is all about. 

Mr. Hawkins: T understand that, your Honor, 

Very succinctly, what the fact situation is, our client for 
the year ended March .“10, 1970, disclaimed an opinion with 
respect to the Realty Equities financial statement. There¬ 
after it was terminated. The financiai statement disclosed 
the transactions which had occurred between Realty Equi- 
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ties and K«‘|ml>1 it* National. Tim substantive transactions, 
w hich arc tlm bases of the SEC complaint and tin* private 
actions, occurred after our disclaimer and after our resig¬ 
nation or termination. 

The Court: Brin# on your motion. 

Mr Hawkins: Now? 

The Court: Now. I don't mean this afternoon. T have 
not got the time today but you can do it tomorrow. 

The others will be assertion' their objections to tin* com¬ 
plaint on the 17th of June, and if you want to you can bring 
on your motion for that time and I will hear any objections 
on the part of opposing counsel. This will be a short oppor¬ 
tunity to deal with your particular case, and I would doubt 
very much that they will net much of a continuance from 
me, but they may have a point that I might want to con¬ 
sider. 

If that is all there is as to what the claim is against you, 
it would seem to me that the opposing side could get ready 
ipiicker; and if they cannot, we will give them time. 

Mr. Kaye: My name is Richard Kaye. 1 am from the 
linn of Tenzer, (Ireenblatt, Pullen & Kaplan. My office 
represents the defendant Hilary II. Evers. 

The Court: What case is that ? 

Mr. Kaye: Katz and Herman as well as the SEC action. 

We are named in only one count in each of those com¬ 
plaints, your Honor, and I would like an opportunity— 

The Court: What is the charge? 

Mr. Kaye: The facts are very simple as to our client. 
Tt is alleged that in December of 1071 our client arranged 
with Realty Equities to obtain four appraisals, to obtain an 
appraiser who would, in turn, actually make the appraisals 
and submit them to Realty. 

Our client, in fact, retained the services of one Phelim 
O’Toole, who was also a named defendant, who, in fact. 
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prepared four appraisals which were given to our client, 
Evers, who, in turn, delivered them to Realty and got paid 
his fee. 

It is then claimed that the appraisals were “inflated and 
fraudulent.” 

The Court: You better wait until the consolidated com¬ 
plaint comes in. 

Is there any other defendant that wants to talk? 

Mr. Gregory: My name is Raymond P. Gregory and T 
represent Realty Equities Corporation of New York. 

1 support Mr. Oliensis and Mr. Hegarty in their motion. 
I adopt their statements and T would like to add one thing: 

The plaintiffs almost universally have alleged Realty 
Equities is in dire financial straits. T think it is a matter 
of public record that Realty has seen better days. 1 am 
very much concerned for my client that there he no duplica¬ 
tion or additional efforts here that would add to the cost of 
defending the case; therefore T believe the single consoli¬ 
dated complaint would eliminate that possibility. 

The Court: Ts there any other defendant’s counsel? 

Mr. Oliensis, did you say that there is precedent for a 
single complaint under these cii'cumstances? 

Mr. Oliensis: T believe so, and T base that simply on 
mv reading of the rules. We will certainly brief that for 
your Honor and provide your Honor with our conclusions. 

The Court: Tt seems to me that the use of a single con¬ 
solidated complaint need not necessarily foreclose the use 
of individual complaints at a trial, and in the same way 
as consolidated discovery would be useful and efficient, a 
single consolidated complaint during the discovery and pre¬ 
trial period '»ould be useful and efficient and could be with¬ 
out prejudice to unfurling the separate flags at trial, if 
necessary, to protect any legitimate interests that may have 
to be dealt with separately. 
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I confess, it is a suggestion that I have not seen worked 
out in the past and T know no warrant for it in the precise 
language of the rule other than the broad discretion that 
the Court lias to conduct the pretrial proceedings efficie tly 
during the pretrial. 

Tin* matter of the service of papers and lead counsel 
can lie adequately cared for within that framework because 
Hint would then be a distribution only of parts of the plav 
and not necessarily trampling on the rights of anyone 
because the representatives espousing particular aspects of 
the case would be independent of representatives espousing 
other aspects of the case and ti oe would be no disqualify¬ 
ing merger. 

1 think T am going to try it. T wall order a single consoli¬ 
dated complaint for pretrial purposes without prejudice, 
as 1 say, to whether or not there will be a consolidated trial 
and without prejudice to tin* use of tin* individual com¬ 
plaints as they stand now at a consolidated trial, and cer¬ 
tainly without prejudice to their use in individual trials if 
that should eventuate. 

f will designate* lead counsel to serve during efficient per¬ 
formance for the clearly separate aspects of the claims 
which 1 think are three, so far as T have presently been 
advised: 

One is in relation to the Realty Equities’ side. 

One is in relation to the Republic Life side. 

And the third one is in relation to the interest of the bond¬ 
holders, who seem to have interests to be conserved sepa¬ 
rately from those of stockholders. 

My order will be without prejudice to any application on 
the part ol the defendants lor a transfer pursuant to - _p 
1 .S.( . 14114(a) ot these suits to another district, and with 
out prejudice, of course, to an\ action of the multi-district 
panel, and be not binding on any other district judge who 
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may have cases that are not before this Court that will 
include a stay of all present and former securityholders of 
the two corporations basically involved here, a stay com 
mewing or continuing an\ derivative or representative 
actions, suits, or proceedings in this court, the United 
States District Court for the Southern District of Now 
York, with respect to those two corporate entities and then- 
interests or the interests of securityholders already repre¬ 
sented in the proceedings. 

Meanwhile, and before the consolidated amended com¬ 
plaint is drawn. I will consider the objections to the actions 
by the defendant publications represented by Mr. Baron and 
Mr. Ayers and will consider the stipulation in respect to the 
defendant Homer Chapin and endeavor to make a deter 
mination which will indicate whether those defendants 
respectively are to be continued in the consolidated pro¬ 
ceedings or are to be dismissed as a matter of law at this 
stage. 

Promptly following those dispositions, the preparation 
and service of the consolidated amended complaint can 
take place, answers can be interposed, and 1 will then reg¬ 
ulate the procedure with respect to discovery so nobody 
need attempt to race anybody else for the privilege thereof, 
because we will have a discovery program conference at 
which we can ventilate tin* mutual desires of the respective 
parties and organize a rational basis for proceeding without 
undue haste and with due celerity. 

1 think that it will useful to provide for the receipt.and 
service of all papers in such a matter so that the dissimilar 
interests, if. indeed, they be dissimilar, that T have men¬ 
tioned above, whether they are in two or three categories, 
will find that there is a central repository for sets of papers 
in two or three places. That would mean that the defen- 
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dants would 1 »»* r« > t|iiit<> serve two or tli!•«**• copies of 
tlieir pjipcrs and tin* plaintiffs would he required to serve 
papers relative to particular defendants on the counsel rep¬ 
resenting those defendants with the right of any defendant's 
counsel to obtain the papers should they so desire merely 
by calling on the lawyers for the plaintiff to furnish a copy. 

If there is some way that could he devised to have lead 
defendants'counsel. I would surest that that he employed, 
because it gets messy to have lots ol papers of a duplicate 
nature for the very reasons that Mr. Oliensis and Mr. 
Ilegarty mentioned. It becomes much clearer if the paper¬ 
work is reduced and confined. I will leave it to somebody 
to head up a meeting of defendants’ counsel to determine 
whether that is feasible, and to let me know whether anv 
thin”: of that character should he put into the order itself. 

I take it that somebody will he obtaining a set of these 
minutes, and when I obtain my copy of them I will review 
them and prepare the requisite order which I will enter 
according! y. 

1 have not. Mr. Xickerson. yet decided whether you are 
in or out of this case because I have grave misgivings on 
the subject as to whether or not you are related, that is. 
your case is related, to what these lawyers are talkin'? abort 
and defendin'? on. 

T will say this for your guidance: The coordinating 
clerk of this district sent out a copy of your complaint to 
the multi-district panel for consideration as to whether 
you should be included in this multi-district order. T have 
not done anything about it, one way or the other, to influ¬ 
ence the multi-district panel or to register nr beliefs or 
disbeliefs with them. T don’t know whether you are before 
Judge Griesa or whether you are before me, but T see no 
hurry to decide that and, certainly. T would not consider 
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deciding it until after the multi-district panel does some¬ 
thing about it. 

The multi-district panel may decide that this is really 
all one pot that is being stirred and it is just portions of 
it that pertain to particular parties. Tf they do, then 
that’s that. 

So the probabilities are that vour case will not be referred 
to in the initial order, but should it develop that you 
should be included as part of the party here under the 
same circumstances, 1 will simply enter an order saying 
that anything in this particular order shall apply to the 
security case, and that will cover you. 

Mr. Nickerson: Your Honor, may 1 ask a question ? 

1 think it is implicit in what you said before going back 
to the consolidated complaint: I take it the defendants 
need only answer the consolidated complaint even though 
the others may be kept alive for purposes of trial? 

The Court: That’s right. 1 see no point for multiply 
mg the pleadings. By the time of the trial the defendants 
may have some new ideas as to what defenses they wish 
to assert, and under the so-called enlightened procedure of 
amending the pleadings in the last pretrial order, we will 
assume at that time that they will have the opportunity 
to amend, to submit amended answers for the trial 
purposes. Tn other words, it should not become a game. 
If somebody has a good defense that he thinks of in a 
year from now, unless somebody has been disadvantaged 
by the lapse of time. T see no reason why that person 
should not be in a position to come forth with the right 
idea then. 

Mr. Weitz: My name is Theodore Weitz from Win 
throp, Stimson. Putnam & Robert. We are counsel for 
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living Trust Company, defendants only in the bond 
holders ease, 1102. 

It is my understanding of your order of May 1st and 
present order, all discovery has been stayed, your Honor, 
and the various actions pending consolidated complaint. 
We were recently served with a Rule 23 class action 
motion returnable on its face on July 0th, presumably 
before am discovery would be allowed, and we would like 
to prepare our answering papers on this particular point. 

The Court: For everybody’s guidance, the time within 
which to comply with Rule 11(a) of the Local District 
Rules, the making of a class an' r> motion, will be deemed 
not to have begun to run until the consolidated amend 
complaint has been served. That will be deemed to be 
the effective inception of the tiO-day period, and anybody 
who has jumped the gun and given notice that he wants 
a class designation will be considered as having alerted 
me to something that he is going to assert thereafter and 
which will have no coercive effect on any defendant in 
tile event that it becomes useful and appropriate to have 
discovery in relation to tin* propriety of a class action 
motion that will be ruled on at the time when we get 
around to taking up the class questions. My practice has 
been to allow parties to discover facts relative to whether 
or not a class suit is appropriate and what classes are 
appropriate, for your general guidance. 

Mr. Oliensis: 1 would like to ask one question: At the 
hearing on June 17 will there be other matters to require 
the attendance— 

The Court: Xo. The only matters that are scheduled 
for this month are the two motions by the two publications, 
and then, in the government’s case, the SRC case, there 
is a motion later on. 
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Mr. Oliensis: Argument on that will be held on the 
27th? 

The Court: Right. 

Mr. Oliensis: One other statement for the record: 
Arthur Christy of Christy, Frey & Christy, which repre¬ 
sents the defendant Pickens did not receive a copy of the 
paper advising him of the meeting here today and learned 
about it too late to attend and wanted that noted. 

Mr. Ilegartv: As a small scheduling point on the 
second motion for the 27th. it is scheduled for 2 o’clock 
in the afternoon. The panel motion is the following morn¬ 
ing in San Francisco at 0:30. T was wondering if your 
Honor’s schedule would permit an earlier argument. T 
don’t know how long the argument will go. Tt may be 
relative short. It will facilitate travelling to San Fran¬ 
cisco. 

The Court: Off the record. 

( Discussion off the record.) 

Mr. Sands: I am the attorney for the plaintiff in Katz 
v. Realty. 

Your Honor, in the first pretiial order your Honor had 
set a hearing on the privah -u.’ts Monday, .lime 17. 2:00 
I mu. Mr. Wechsler a*id > have been asked by members of 
plaintiffs whether that will still lie necessary. 

'flu* Court: No. 

4 

Mr. Sands: The second item. I would like to obtain a 
copy of today’s transcript to transmit to the multi-district 
panel. 

Third, I have taken the liberty of writing to your Honor’s 
chambers concerning the documents tiled by the SEC. 1 
spoke to Mr. Sporkin in Washington who informed me that 
the only set is in your Honor’s hands. Mr. Sporkin has not 
been able to have a duplicate set sent to the SEC across the 
st reet. 
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We would like to obtain the 17 transcripts and do exhibits 
tor duplication. I would ask of your Honor that vou per¬ 
mit us to borrow those, have them duplicated profes¬ 
sionally, and return them to your Honor. They cannot be 
duplicated on the court house Xerox machine. 

The Court: We can make no arrangements. While the 
motion of the SKC is pending, considering its massive size. 
I can only work at it from time to time and you mav be 
borrowing it at the very time when I have a spare moment. 
I here are several things going on in my chambers at the 
present time. I would prefer to make them available after 
this motion has been disposed of rather than find mvself 
without them. There are many things that come up during 
the course of the day where I want to refer to something or 
other in those papers, and if they are not at hand, because 
they happen to be temporarily out, I may lose the oppor¬ 
tunity for day s thereafter. 

Mr. Sands: 1 undersand that, your Honor. 

I’lie Court: What is the great rush? 

Mr. Sands: Solely that there may be probably some 
information there which would he of assistance to us in our 
presentation to the panel, and the ptuiel is meeting on the 
J'dh ot dune. We would, ot course, like to get the papers 
for the judges of the panel immediately. 

Your Honor’s convenience, in this particular situation, 
of course, has to take precedence. 

’l'lie Court: T cannot see 1 sc papers could be con¬ 
ceivably of assistance to ,, district panel. That 

is not what guides their intenr-.ms. They are not interested 
in details of evidence. 

Mr. Sands: Location transactions particularly and the 
ty pe of documents that were in existence concerning the 
transactions. 
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I lie Court: I’fll thorn what you know instead of what 
somebody else knows that you don't know. Sec what devel¬ 
op* trom that, 'i ou an* not going to be prejudiced in my 
judgment by the lack of copies of what the SEC lias been 
doing. 

I did arrange tor somebody to come and ins[>oct those 
papers in my chambers. You were told about that, weren't 
you ! 

Mr. Sands: No. 

The Court: Somebody wrote me a letter. Was it Mr. 

Wechsler.’ 

Mr. Sands: I wrote the letter to your Honor. I was 
going to call your Honor but being here I thought I would 
ask directly. 

I lie ( ou it: It seems to me I put a note on your letter 
to my secretary which very curtly said, “Tell him to come 
in and look if the SEC has no objection.'* 

Mr. Sands: I will call Mr. Sporkin in the morning. 

The Court: It is up to them. They are their papers. 
Prior to the time their motion is heard are they to be con¬ 
sidered generally available .’ They may be docketed papers 
but they are not yet tiled for public purposes. The motion 
has not been heard. \\ hat you would be asking for would 
be the equivalent of the privilege of going down to the SEC 
and having them give you your copies. The mere fact that 
they are delivered to me has not published them. 

Mr. Sands: Mr. Sporkin was very cooperative, lie was 
attempting to get another set of papers to New York, but, 
mechanically, he has not been abb* to work it out. 

The Court: You tell him to write me a letter that he 
has no object to your examination of the SEC files 
knowing that I have said that they are not yoi public prop¬ 
erty and won't be public property unless and until the 
motion is heard. 









Transcript of Hearing, June 12, 1974 


Mr. Samis: Thank yon. 

Mr. Hawkins: Your Honor, when you went over tin* 
schedule for this month you did not mention my client’s 

motion to dismiss. I was wondering whether you had re¬ 
considered. 

The Court:'I did mention it. I said, I think, you better 
present your motion against the consolidated amended com¬ 
plaint. 

Mr. Hawkins: Yes, sir. 

The Court: I think what you are raising will involve 
other considerations than the very narrow one. 

Incidentally, if after discussing the liability of publica¬ 
tions the plaintiffs' lead counsel and the plaintiffs' direct 
counsel, who have asserted claims against the publications, 
come to the conclusion that there is not anything for me to 
do. they can write a simple stipulation to that effect and I 
will so order it: otherwise, if there is a legal point to be 
solved. I will hear it. That's a matter of getting into com¬ 
munication with each other. 

Is there anything else.’ 

(Pause.) 

The Court: Gentlemen, that will terminate the proceed¬ 
ings. 

(Time noted: b:4b p.m.) 
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UNITED STATES DISTRICT COURT 

SOUTHERN DISTRICT OK Xk\V YORK 

lx Re 

Kr.iTNi.ic National Like Insurance Company 1 
and 
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The Court having held hearings to determine tin* most 
efficient maimer in which to conduct these related litigations 
and having received certain stipulations and heard counsel 
for all parties desiring to he heard and being fully advised 
in the premises, it is. in the exercise of the Court's discre¬ 
tion and subject to any order to be made in pursuance of 
& IS I’.S.C. $d4<)7 by the Multi-District I’anel, 

I )i:i>i.ri.ii : 

(1) The above designated actions (sometimes herein 
"constituent actions") are hereby consolidated for all pre¬ 
trial purposes to be had during the pendency of these 

1. Referred to in this order as “Republic". 

2. Referred to in this order as “Realty Equities". 
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actions in this- District in accordance with the following 
terms which the Court in the exercise of discretion makes 
applicable to foster the efficient and proper conduct of the 
claims asserted in tIn* individual complaints in the said 
actions. 

(l!) A single consolidated complaint, supplemented and 
amended, shall he prepared and served herein by liaison 
counsel which shall set forth the claims for relief asserted ? 
in the constituent actions, collated into separately stated 
counts by class and derivative 1 categories as to each kind 
of security holders and at the head of each count shall 
specifically designate by name or other convenient refer¬ 
ence' the* elefendants against whom such count is asserted. 

id) No defendant in the' cemstituemt actions shall be 
required to ple-ad tei the individual complaints hiTetofore' 
served unless and until further e»rele*r of the Court. 

I 4) During I'flicii'iit pe'iformanci' and subject to further 
eueler of the 1 Court in re'spert thereto. Stuart Wechsler, Esq. 
is hi'ii'bv de'signate-d to se'rve as liaison counsel for plain- 
till's in tlm constituent ae-tions and as leael e*e)unse>l for stoe*k- 
holelers-plaintiffs of Republic: and Ira dan Hand*, Esq. is 
hereby eh'signnteil as leael counsel for stnckhol(le > rs-plaintiffs 
of Realty Kepiitie-s and of First National Realty and Con¬ 
st ruction Corp.: anil Sheldon /’. Harr. Esq. is hereby desig¬ 
nated as h'ael e‘ounsi'1 for debenture' holelers plaintiffs of 
Re-alty Kepiities. 

(f>) Liaison counsel shall perform and have the following 
dutii's and powers: 

(a) To se'rve* upon or i’e*e*e'ive* from defendants all 
h'gal e>r e>the*r papers, lattice's, anil motions herein 
and to promptly notify h'ael counsel thereof and upon 
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written request to supply lead counsel with copies 
thereof; 

(h) lo maintain in his office and keep open for 
inspection and copying during regular business 
hours by the other plaintiffs'counsel, all papers, etc., 
referred to in "a”; 

(c) To act as spokesman for plaintiffs at pretrial 
conferences subject to the right of counsel for each 
party to pr sent individual or divergent positions 
where necessary; 

(d) lo convene meetings of counsel herein in re¬ 
spect to policy and procedure on matters pertaining 
to the constituent cases; 

(e) r l o initiate and in the first instance conduct 
all discovery, motions and other actions relating to 
pretrial proceedings on behalf of plaintiffs; pro¬ 
vided however that the preparation of claims for 
inclusion in pleadings and of other papers, etc., and 
the suggestion to liaison counsel of proceedings shall 
be by the respective lead counsel for the interests 
for which they are to act which pleadings and papers 
shall be furnished to liaison counsel for service upon 
defendants; and such lead counsel shall conduct, if 
they so desire, non-duplicatorv questioning on oral 
depositions upon completion of liaison counsel’s ex¬ 
amination and shall handle motions in respect to the 
interests for which they are to act: 

(f) To enter into settlement negotiations by and 
with the presence and cooperation of lend counsel; 

(g) To perform such other functions as may be 
consistent with the foregoing or authorized bv the 
Court. 
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(G) Lead counsel shall keep the plaintiffs fo” whom they 
are designated to act currently informed on all significant 
matters undertaken or of which they become aware and 
shall perform such other functions as may be consistent 
with the foregoing or authorized by the Court. 

(7) Counsel for the respective plaintiffs shall have the 
right to participate in the pretrial proceedings herein, in 
subordination to liaison and lead counsel but shall not inde¬ 
pendently initiate any proceedings other than to call them 
to the attention of liaison counsel. Any controversy in 
respect thereto shall be promptly referred to the Court for 
resolution. 

(Si) The consolidation hereby ordered shall be without 
prejudice to any proceedings heretofore had in any ot the 
constituent actions. 

(!>) The answer of each defendant to the consolidated 
complaint (or latest amended complaint) in each of the 
above-captioned actions shall he deemed to assert cross- 
claims against all the other defendants therein for such 
sharing of liability in the nature of contribution and in¬ 
demnification as exists under the Securities Act of 1033 
(Ifj C.S.C. § 77a <7 s<7/.) and the Securities Exchange Act 
of 1034 (15 F.S.C. nj 7Ra >’t srq.) as well as by state statu¬ 
tory and common law, except insofar as any defendant 
shall in his answer decline to assert such claims against any 
other defendant: such claims to be deemed asserted in the 
following form: 

FTRST CROSS-CLAIM AGATNST 
A1 A. OTHER DEF ENDANTS 

If plaintiffs recover judgment against the cross- 
claiming defendant, the cross-claiming defendant is, 
or may be. entitled to contribution under the Seeuri- 
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ties Act of 1933 (15 TJ.S.C. ^77(a) et seq.) and the 
Securities Exchange Act of 1934 (15 U.S.C. $78(a) 
et seq.) from some or all of the defendants other 
than the cross-claiming defendant. 

SECOND CROSS-CLAIM AGAINST 
ALL OTHER DEFENDANTS 

Tf plaintiffs herein recover judgment against the 
cross-claiming defendant by reason of any of the acts, 
transactions or omissions alleged in the amended 
complaint, such judgment will have been brought 
about and caused wholly or primarily by the acts, 
transactions, commissions or omissions of some or 
all of the defendants and not by. or only secondarily 
by, any acts, transactions or omissions of the cross- 
claiming defendant. 

By reason of the foregoing, the cross-claiming 
defendant is. or may he, entitled to indemnification 
or contribution for all or part of any such judgment 
recovered by plaintiffs herein. 

and each defendant against whom such cross-claims have 
been asserted shall be deemed to have interposed answers 
to said cross-claims controverting the allegations contained 
therein and denying any liability in the nature of con¬ 
tribution or indemnification. 

All cross-claims asserting claims other than for shared 
liability as hereinbefore described remain unaffected by the 
foregoing provisions of this order. 

(10) This order shall be without prejudice to any 
application on the part of the defendants herein for 
a transfer pursuant to 29 F.S.C. $1404(a) of these suits 
to the District Court in Texas, Dallas Division, and in the 
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event of any such transfer all proceedings herein prior 
thereto shall he deemed to have been without prejudice to 
the right of the Judge presiding in transferee District pro¬ 
ceedings to establish any orders for the conduct of these 
litigations whether or not consistent with the terms of this 
order. 

(11) At the conclusion of the pretrial proceedings, the 
Court will give consideration to a consolidated trial of the 
issues herein. 

(12) Until the final determination of the consolidated 
proceedings herein and any consolidated trial all present 
and former security holders of Realty Equities and of Re¬ 
public shall be and are hereby stayed from commencing or 
continuing any derivative' or representative actions, suits 
or proceedings in this Court, the United States District 
Court for the Southern District of Xew York, with respect 
to Realty Equities and of Republic and its security holders 
against any defendants named herein ami from proceed¬ 
ings with anv such actions, suits or proceedings commenced 
on and after the date hereof, based upon any of the trans¬ 
actions complained of in the respective complaints and in 
the consolidated complaint herein, and the service of a copy 
of this order upon the attorneys for such other security 
holders in any action other than these consolidated actions, 
shall be sufficient notice of this stay. 

(13) Lead counsel shall move within sixty (f>0) days 
after service of the consolidated complaint provided for 
herein for class action determination under Eed. R. Civ. P. 
Rule 23. 
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(14) Each of the plaintiffs in the action herein shall bear 
its proportionate share of all costs, expenses and disburse¬ 
ments hereinafter incurred by liaison and lead counsel in 
the pretrial proceedings. 

s Mii.ton* I’oi.i.a( k 


.Tune 24. 11*74 


Milton Pollack 
I'. S. District Judge 
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CN’ITKI) STATUS DISTRICT COURT 
Southkkx District ok \kw York 
74 Civ. li:57-MP 


(In >i:< ; i : K \T/„ 
against 


Plaintiff. 


Ri:\I.T\ I'lljlTI'IIS CoiM’OII ATION OK X I.W YoUK, «‘t al., 

Ih Umlauts. 


Rm asi; I'aki: Xotici. that Alexander (leant & Cotnpanv 
and Klein. Hinds & Finke. defendants in the ahove- 
eaptiom d action hereby appeal to the United States Court 
of Appeals for the Second Circuit from paragraphs (1) and 
(—) ot the Order of Consolidation, entered in this action on 
the 24th dn\ of dune. 1074. 

Dated: New York, New York 
duly 24, 1074. 

Sim akm.w & Strut.txo 
Dy s W. h'osTi i: Woi.i.kx 

A Member of the Finn 

. 1 11nrin i/s lor lh‘I('miauls 

Alexander flrant i& Company 
and Klein, Minds & Finke 
7i.‘l Wall Street 
New York, New York 10005 
(212) 4^-1000 
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TO: 

Kayk, Scholf.r, Fierman, Hays & Handler 

41’.") Park Avenue 

Now York, New York 10022 

Attorneys for Defendants Republic National Life 
Insurance Co., 

Theodore P. Beasley, C. J. Skelton, Ronald Rex Beas¬ 
ley, Robert P. Brady, Thomas G. Nash, .lr., Samuel P. 
Smoot and Neal N. Stanley 

Cauii.i. Gordon & Rkindkl 
^0 Pine Street 
New York, New York 1000a 
Attorneys for Defendant 
Peat Marwick Mitchell & Co. 

Battle, Fowler, Lidstonk, Jakein. Pierce Kheel 

L?S() Park Avenue 

New York. New York 10017 

Attorneys for Defendants Realty Equities Corporation 
of New York, 

Morris Karp. Jerome Socher, Joseph P. l.euzzi. Eliot 
Janeway. A. Sam Gittlin, Arthur Stany and Alan H. 
Franklin 

Arnold Porter 
1220 IOtli Street. NAV. 

Washington, D.C. 200.*1(! 

Attorneys for Defendant 
Westheimer. Fine. Berber and Co. 

Orans, F.lsex & Polstein 
One Rockefeller Plaza 
New York. New York 10020 
Attorneys for Defendant 
Pholim F. O'Toole, Jr. 
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Tl.NZI.K. (1 III'.KN III.ATT. F.M.UIX & K Al'l-AN 
100 Park Avenue 
New York. Yew York 10017 
Attonn O' toe Defendant* 

1 lilary 11. Kvers and 
Hilary H. Kvers. .1 r. 

William & Schoeman 
till K. 42nd Street 
Yew York. Yew York 10017 
At tonic o* for Defendant 
Homer t'lmpin 

Iioui.i;!' IIasI.KTT 
70 Heaver St reet 
Yew York. Yew York 101MI4 

Vial. Hamilton. Kocii, Trim. Kxo\ & Stuadi.i 
loth Floor. Republic Yational Bank 
Dallas. Texas 75201 

Attorneys for W. L. Pickens 

Joel 'I'. Williams. .In. 

Suite 711 

1 SI 1 Coiniuerce Street 
Dallas. Texas 75201 

Loud. Day & Loud 
25 Broadway 

Yew York. Yew York 10005 
Attorneys for Defendant 
American Stock Kxchanirc 
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Xu'kkiisox, Kramer, Lowexstkix, XEssex Kamix & Sou, 
010 Third Avenue 
Xcw York. X(>w York 10022 
Attorneys for Defendant 

Security National Rank, successor by merger to. and 
sued herein as. Royal Xational Rank 

Kroxish, Rikij, Smaixswit. Wkixf.r *k Hkeeman 
1"45 Avenue of the Americas 
Xew York. Xew York 10010 

Attorneys for Louis Hubshman,Jr. 

Ri iKiovxi., Mu iiki-s. Rose & Wimjamsox 
.'ml Fifth Avenue 
Xew York. Xew York 10017 
Attorneys for Defendant 
First Xational Realty & Construction Corp. 

.1 A» ksox. Wai.ker. Wixstkah, Cantwell vk Millie 
4‘>00 First Xational Rank Ruilding 
Dallas. Texas 75202 

Attorneys for Defendants 

W. N. Stannus, J. "Willard Gragg, J. D. Francis and 
Sam G. Winstead 

Fvkrktt Smith 
12 Fast !>7th Street 
Xew York. Xew York 
Ifor.Airr Taylor, Jr. 

.">75 Dark Avenue 
Xew York. Xew York 

WlNITIROI*. STIMSOX, I’UTXAM tk ROBERTS 

40 Wall street 

Xew York. Xew York 10005 

Attorney - for Defendant Irving Trust Co. 






USa 


Notice of Appeal 


It.win Sh in 

:.00 (irami A\ontio 

\i■ \v York. Now York 

li:\ .1 \v Samis. Esii. 

7<• 1 Seventh Avonuo 
Nov York. Now York lOOdti 

.Iftnim ii Ini Plaint iIfin Sh.s*hmh and hot: actions 
ll\iu:\ II. lai’sni. Esq. 

Kill Church Street 

Now York. Now York UMKI7 

ttti’iii a tm P/aintitl in I/iiihoii notion 

K ASS. (luoliMNIi. \\ ! i IlsUJi iV (!l ISSTI.IN 

IJL' E. 4‘Jn.l St root 
Now \ ork. Now York 10017 
It form ns for Plaintiffs 
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EXITED STATES DISTRICT COURT 
Southern District ok Xkw York 
74 Civ. 124S-M1* 


KINNITH 


1 li t; man. Trustee K B O Siikril Esta Kui’ker, 

Plaint ft. 


against 


l{i:i*ri;i.ir Xatioxai. I ,iki: Ixsuraxck. Company, et al., 

Defendant*. 


I’i.eask Take Notice that Alexander Brant & Coinpan\ 
and Klein. Minds & Einke. defen .ants in the above-eap- 
tioned action hereby appeal to the I nited States Court of 
Appeals for tli«’ Second Circuit from paragraphs (1) and 
(’2) of the Order of Consolidation, entered in this action 
on tlie l24th day of June, 1974. 

Dated: New York. New York 
July 24. 1974. 


Sin: m;man \ Si i.iii.i xu 

B\ s \V. Eostei; Wou.i.n 

A Member of the Firm 
Attn I m iis fur Ih pnilants 

Alexander Grant & Company and 
Klein, Hinds & Einke 
53 Wall Street 
New, York, New York 10005 
(212) 483-1000 
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To: Kami, X< hoeer. Fikrmax, Hays & Handler 
42o Park Avenue 
Now York, Now York 10022 

Attorneys for Defendants 

Republic National Life Insurance Co., Theodore P. 
Beasley, C. J. Skelton, Ronald Rex Beasley, 
Robert P. Brady, Thomas (i. Nash, Jr., Samuel P. 
Smoot and Neal N. Stanley. 

Caiiili. Gordon & Reindel 
SO Pine Street 
New York, New York 10005 
Attorneys for Defendant 
Peat Marwick Mitchell & Co. 

Battue, Fowi.e.1, Lidstone, Jaeein, Pierce &• Kheee 

2S0 Park Avenue 

New York, New York 10017 

Attorneys for Defendants Realty 
Equities Corporation of New York, 

Morris Karp, Jerome Soeher, Joseph P. 

Leuz7.i, Eliot Janewav, A. Sam Gittlin, 

Arthur Stang and Alan H. Franklin 

Arxoi.d & Porter 
1229 19th Street. N.W. 

Washington, D.C. 20030 

Attorneys for Defendant 
Westheimer. Fine, Berger and Co. 

Ora ns, Elsen & Polstein 
One Rockefeller Plaza 
New York, New York 10020 
Attorneys for Defendant 
Phelim F. O’Toole, Jr. 
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Tenzer, Greexblatt, Fallon & Kaplan 
UK) Park Avenue 
New York, New York 10017 
Attorneys for Defendants 
Hilary H. Evers and 
Hilary H. Evers, Jr. 


\VlLLIAMSON (k SCHOEMAX 

00 E. 42nd Street 
New York. New York 10017 
Attorneys for Defendant 
Homer Chapin 

Robert Haslett 
7(5 Heaver Street 
New York. New York 10004 

Vial. Hamilton. Koch, Trim, Knox & Strahlea 
loth Floor. Republic National Hank 
Dallas, Texas 75201 

Attorneys for W. L. Pickens 

Joel T. Williams, Jr. 

Suite 711 

1S11 Commerce Street 
Dallas. Texas 75201 


Lord. Day & Lord 
25 Broadway 

New York, New York 10005 
Attorneys for Defendant 
American Stock Exchange 
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Nickerson, Kramer, Lowenstein, Nessen 
Kamin & Soll 
01!) Third Avenue 
New York, New York 10022 
Attorneys for Defendant 
Security National Bank, successor by 
merger to, and sued herein as, Royal 
National Bank 

Kronish, Lieb, Siiainswit, Weiner & Hellman 
1345 Avenue of the Americas 
New York, New York 10010 
Attorneys for 
Louis Hubshman, ,Jr. 

Burgoyne, Michels, Rose 
Williamson 
551 Fifth Avenue 
New York. New York 10017 
Attorneys for Defendant 
First National Realty & Construction Corp. 

Jackson, Walker, Winstead, Cantwell & Millet 
4300 First National Bank Building 
Dallas, Texas 75202 

Attorneys for Defendants 
W. N. Stannus, J. Willard Gragg, 

J. D. Francis and Sam G. Winstead 

Everett Smith 
12 East 97th Street 
New York, New York 

Hobart Taylor, Jr. 

375 Park Avenue 
New York, New York 
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Winthrop, Stimson, Putnam & Roberts 

40 Wall Street 

New York, New York 10005 

Attorneys for Defendant Irving Trust Co. 

David Stein 

500 Grand Avenue 

New York, New York 

Ira Jay Sands, Esq. 

701 Seventh Avenue 
New York, New York 10030 
Attorney for Plaintiffs in 
Siis^nitm ami Not: actions 

Harry H. Lipsig, Esq. 

100 Church Street 
New York, New York 10007 
Attorney for Plaintiff in 
Herman action 

Ivass, Goodkind, Wechsi.kr & Gf.rstf.in 
122 E. 42nd Street 
New York, New York 10017 
Attorneys for Plaintiffs 
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UNITED STATES DISTRICT COURT 
Southern District of New York 

74 Civ. 1137 M.P. 


George Katz, 
against 


Plaintiff, 


Realty Equities Corporation ok New York i t a !., 

Defendant*. 


74 Civ. 1248 M.P. 

Kenneth I. Herman, Trustee F/B/O 
Sheril Esta Kupfer, 

Plaintiff, 

against 


Repit.liu National Like Insurance Company et at ., 

Defendants. 


-' -m > i - 

It Is Herery Stipulated and Agreed by and between 
liaison counsel for plaintiffs and counsel for defendants 
Alexander Grant & Company (“Grant”) and Klein, Hinds 
& Finke (“KHF”) that the Amended Consolidated Com¬ 
plaint and the Transcript of Hearing before the Honorable 
Milton Pollack of September 12, 11)74, copies of which are 
annexed hereto, are documents related to these cases, are 
necessary to an adjudication of the appeal herein which 
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lias been noticed by defendants Grant and KHF and are 
deemed to be part of the record on appeal in this case. 

Dated: New York, New York 
October 31, 1974 

Kass, Goodkind, Wkchsler & Gerstein 

By /s/ Stuart D. Wechslkr 

A Member of the Firm 
Liaison Counsel for Plaintiffs 
122 East 42nd Street 
New York, New York 10017 

Shearman & Sterling 

By /s/ W. Foster Woli.en 

A Member of the Firm 
Attorneys for Defendants 
Alexander Grant & Company 
and Klein. Ilinds & Finke 
53 Wall Street 
New York. New York 10005 
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UNITED STATES DISTRICT COURT 
For the Southern District of New York 


74 Civ. 1115 M.P. 


In Re Republic National Life Insurance Company 

and 

Realty Eijurm s Coupon \tion ok New York, < t nl.. 


74 Civ. 
74 Civ. 
74 Civ. 
74 Civ. 
74 Civ. 
74 Civ. 
74 Civ. 
74 Civ. 
74 Civ. 


Docket 

Nos. 
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DIOS 





Plaintiffs, upon information and belief allege: 

JURISDICT ION AND VENUE 

1. This action arises under: (a) Sections 10(h), 1.1, 14, 
IS and 20(a) of the Securities Exchange Act of 1934, as 
amended, (the “Act”); (b) the Rules and Regulations 
promulgated thereunder, including Rules 10b-5 and I3n-1 
and Regulation 14a-9: (c) Section 17(a) of the Secu 'ties 
Act of 1933, as amended, (the “Securities Act”): (d) the 
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Trust Indenture Act of 1939, as amended (the “Trust 
Indenture Act”); and (e) the principles of common law. 

2. This Court’s jurisdiction is based upon Section 22(a) 
of the Securities Act, Section 27 of the Act, Section 22 of 
the Trust Indenture Act and pendent jurisdiction. 

3. The acts and transactions underlying the claims 
alleged herein have occurred within the jurisdiction of the 
United States District Court for the Southern District of 
New York and elsewhere. 

PLAINTI FFS AND CLASS ACTION ALLE fiATIONS 

4. Plaintiffs bring this action on their own behalf and 

in a representative capacity on behalf of all of the persons 
similarly situated. The plaintiffs and the classes of f>er- 
sons they represent are as follows: 

(a) Plaintiffs, Norman Miller, Sy C. Sussman, Ruth 
L. Sussman. Kenneth T. Herman, as trustee of Sheril Esta 
Kupfer. Milton Friedman, Robert Friedman, Milton Fried¬ 
man as custodian for Keith Friedman, and Joseph L. Mas- 
sie represent the class consisting of all persons who pur¬ 
chased securities of Republic National Life Insurance Com¬ 
pany (“Republic”) from September 1. 1970 through March 

S. 1974 and who sustained a loss in consequence thereof 
(the “Republic Class”). Plaintiffs Sussman bring their 
Complaint against only those defendants named in the 
related action designated as 74 Civ. 1225. 

(i) These plaintiffs are members of the Republic 
Class in that their claims are typical of the claims 
of the proposed class members and they can fairly 
and adequately protect the interests of the class. 
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(ii) There were many thousands of persons who 
were beneficial owners of tin• securities of Republic 
between the dates set forth above*. 

(iii) The members of the class are scattered 
throughout tin* United States and are so numerous 
as to make it impractical to bring them all before 
the Court. 

(iv) The claims of the class involve common ques¬ 
tions of both law and fact. Questions of fact include 
whether the defendants participated in a scheme to 
falsify the financial statements of Republic so that 
Republic might avoid a write down of its substantial 
investment in Realty Equities Corporation of New 
York (‘‘Realty”). The questions of law common 
to the class are whether the acts alleged herein con¬ 
stitute violations of the Act. the Securities Act and 
the Rules and Regulations promulgated thereunder. 

(v) The questions of law and fact common to the 
members of the class predominate over any ques¬ 
tions affecting individual members. 

(vi) A class action is superior to other available 
methods for a fair and efficient adjudication of the 
controversy between this class and the defendants. 

(b) Plaintiffs George Katz, Bernard Ohesner, Samuel 
Tisser and Newton Gottlieb, as Trustee for William Gott¬ 
lieb, are members of the class consisting of all persons who 
purchased securities of Realty from on or about Septem¬ 
ber 1, 1970 through on or about March S. 1974, and who 
sustained a loss in consequence thereof (the “Realty 
Class”). 
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(i) These plaintiffs are members of the Realty 
Class, their claims are typical of the claims of the 
proposed class members and they can fairly and 
adequately protect the interests of the class. 

(ii) There were many persons who were beneficial 
owners of the securities of Realty between the dates 
set forth above. 

(iii) The members of the class are scattered 
throughout the United States and are so numerous 
that joinder is impractical. 

(iv) The claims of the class involve common 
(piestions of both law and fact. The questions of fact 
include whether the defendants participated in a 
scheme to falsify the financial statements of Realty 
and whether the price of Realty stock was artificially 
inflated thereby. The (piestions of law common to 
the class are whether the acts alleged herein con¬ 
stitute violations of the Act. the Securities Act and 
the Rules and Regulations promulgated thereunder. 

(v) The (piestions of law and fact common to the 
members of the class predominate over any ques¬ 
tions affecting individual members. 

(c) Plaintiff Kenneth Rubenstein (“Rubenstein”) repre¬ 
sents the class consisting of all persons who held shares 
of Pacific National Life Assurance Company (“Pacific”) at 
the time of the issuance of a Notice of Meeting and Proxy 
dated "December 10. 1070 (the “Pacific Proxy Statement”) 
and who. as a result of Pacific’s merger acquired shares of 
Republic (the “Pacific Class”). 

(i) Rubenstein is a member of the Pacific Class: 
his claims are typical of the claims of the proposed 
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class members ami be ran fairly ami adequately pro- 
teet the interests of the class. 

(ii) Tlie members of the class are so numerous 
that joinder oi all of them m impractical in that the 
Pacific C'las> consists of more than 12,000 persons. 

(iii) Common (piestions of law and fact are in¬ 
volved in this action. The common questions of fact 
include whether tie Pacific Proxy Statement, which 
included financial statements of Republic for the 
fiscal year ended December Ml, ldfij), which were 
supplied to Pacific by Republic, was false and mis¬ 
leading in tail inn' 0> adequately describe the nature 
and status of Republic'.: investment in Realty, the 
nature ot the income reported by Republic and the 
true value of Republic's investment in Realty. The 
common (piestions of fact also include whether the 
Republic Proxy Statement, dated December Id, 11170, 
which contained in addition to financial statements 
for its fiscal \. .r ended December Ml, IfifiO. financial 
statements in respect of the first nine (0) months of 
I !)?(). were similarly false and mislead in pr. The 
questions of law common to the Pacific Class are 
whether the acts herein alleged violate the Act. 

(iv) The common (piestions of law and fact pre¬ 
dominate over any (piestions which may affect in¬ 
dividual members of the ('lass. 

(v) A class action is superior to all other avail¬ 
able methods for the fair and efficient adjudication 
of this controversy. 

(d) Plaintiffs Maxwell T. Cohen nud Freda TTurlev as 
executors of the Estate of Isaac Siofo, deceased (“Cohen”) 
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represent the class consisting of all persons who are owners 
of Realty (< r i subordinated debentures, due July 1. 19S0 
(the “Debentures") (the “Debenture Class"). 

(i) Cohen is a member ol the Debenture ( lass: 
their claims are typical of the claims ol its class 
members: and they can fairly and adequately pro¬ 
tect the interests of members of the Debenture Class. 

(ii) There are numerous persons who are bene¬ 
ficial owners of the Debentures. 

(iii) The members of the Debenture Class are 
scattered throughout the l nited States and are so 
numerous as to make it impractical to bring them all 
before the court. 

(iv) The claims of the Debenture (’lass involve 
common questions of both law and fact. Questions 
of fact include whether the defendants participated 
in a scheme to falsify the financial statements of 
Republic and Realty and whether the defendants 
used and employed fraudulent, manipulative and de¬ 
ceptive devices to keep the public from becoming 
aware that a default had occurred under the terms 
of the indenture agreement covering the Debentures 
and to make it appear that Realty was a going and 
viable concern when in fact it was not. and whether 
the indenture trustee acted properly and prudently. 
The questions of law common to the class are 
whether the acts alleged herein constitute violations 
of the Act. the Rules and Regulations promulgated 
thereunder and of the Trust Indenture Act. 

(v) The questions of law and fact common to the 
members of the class predominate over any ques¬ 
tions affecting individual members. 
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(vi) A class action is superior to other available 
methods tor the lair and efficient adjudication of the 
controversy. 

(e) Plaintiff William ('. (iarrett, Individually, as Cus¬ 
todian and Trustee, and Kalph W. (iarrett, Jr., Trustee, 
(‘‘(iarrett") represent the class consisting of all persons 
who acquired shares of the capital stock of Republic by 
virtue ot having been holders of the shares of the common 
stock ot Mercantile Security Life Insurance Company 
(“Mercantile”) at the time of the merger of Mercantile into 
Republic cllected on April 22. 1971. and made effective for 
accounting purposes as of January 1, 1971 (“the Mercan¬ 
tile Class"). 

(i) Garrett is a member of tin* Mercantile Class; 
their claims are typical of the claims of the proposed 
class members and they can fairly and adequately 
protect the interests of the class. 

(ii) The members of the class are so numerous 
that joinder of all of them is impractical. 

(iii) Common questions, of law and fact are in¬ 
volved in this action. The common questions of fact 
include whether the Mercantile Prow Statement, 
wbh h included financial statements of Republic for 
the fiscal years ended December 31, 19li9 and 197(1, 
w! 'ej, w r .,. supplied by Republic to Mercantile, was 

•:s and misleading in failing to describe ade¬ 
quately the nature and status of Republic’s invest¬ 
ment in Realty, the nature of the income reported by 
Republic and the true value of Republic's investment 
in Realty. Questions of law common to the Mercan¬ 
tile class are whether the acts herein violate the Act, 
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the Securities Act, the Rules and Regulations pro¬ 
mulgated thereunder, and state law. 

(iv) The common questions of law and fact pre¬ 
dominate over any questions which may affect indi¬ 
vidual members of the class. 

(v) A class action is superior to all other avail¬ 
able methods for the fair and efficient adjudication 
of this controversy. 

(f) Plaintiffs Lola Flamm (“Flamm”), Stanley Ferber 
(“Ferber”), Sy (A Sussman and Ruth L. Sussman (“Suss- 
inan") are and wen*, at all relevant times, shareholders of 
Republic and bring this action derivatively on behalf of 
Republic. Sussman bring their complaint against only 
those defendants named in the related action designated 74 
Civ. 122b. 

(g) Plaintiffs Marry Asarian and Helen Asarian (“Asar- 
ian") an* and were, at all relevant times, shareholders of 
Realty, and bring this action derivatively on behalf of 
Realty. 

(h) Plaintiff Synereon Corporation (“Synercon”) is a 
Tennessee corporation whose principal offices are located 
at dul Plus Park Houlevard, Nashville, Tennessee. Syner¬ 
con brings its action individually. 

PFFKXDAXTS 

Republic is a large stockholder-owned life insurance 
company, ranking twelfth in the United States with respect 
to life insurance in force. It was incorporated in the State 
of Texas in 1 Its securities are registered pursuant to 
the Federal Securities Laws and are traded over-the- 
counter and it has approximately 22,000 shareholders. 
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<i. Realty is a publicly held company engaged in the real 
estate business whose principal corporate offices are at 375 
Park Avenue. New ^ ork. New York. Realty and its sub¬ 
sidiaries are primarily engaged in the acquisition, develop¬ 
ment. management and or resale of real estate. Realty 
°wn< interests in apartment buildings, commercial proj>er- 
ties, otliee buildings, shopping centers, hotels and undevel- 
oped land. 

7. I’eat. .Marwick. Mitchell & Co. (••[’MM") is a public 
accounting firm with its principal offices at :!47) Park Ave¬ 
nue, New 't ork. New York. 

s - U'estheimer. Fine. Berger A Co. (“\YFB”) is a pub¬ 
lic accounting firm with its principal office at I HOI Avenue 
"l the Americas. New ^ ork. New York. \YFB audited 
Realty s financial statements tor Realty’s fiscal Years ended 
March .'ll. 1071. 1072and 1073. 

0. The American Stock Fxchange, Inc. (“Amex”) is a 
securities exchange located at S(i Trinity Place, New York, 
New ’t ork. 1’lie securities of Realty were traded on the 
Amex. On August H, 1970, trading in Realty’s securities 
w as suspended by the Amex and on September 2(i, 1973, 
Realty securities were delisted by the Amex. 

10. Security National Bank (“Security”) is a successor 
by merger of Royal National Bank (“Royal”). Security 
is a national banking association with its main banking 
office located at IB Broad Hollow Road. Melville, New 
^ ork and with branch banking offices located throughout 
the Southern District of New York. 

IT Klein. Hinds and Finke (“KTJF”) is a public 
accounting firm which maintains offices at 1185 Avenue of 
the Americas, New N ork. New 5 ork. KHF was the inde- 
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pendent auditor for Realty during certain of the relevant 
periods herein. 

12. Alexander Grant Company ("Grant”) is a public 
accounting firm with its principal offices located at 1185 
Avenue of the Americas, New York, New York. Grant 
was the independent auditor for Realty during certain 
relevant portions of the period involved herein. 

13. Standard and Poor’s Corporation ("Standard”) has 
its offices located at 345 Hudson Street, New York, New 
York and is engaged in the publication of information 
relating to securities. 

14. A. M. Best Co., Inc. ("Best") has its offices at Park 
Avenue, .Morristown, .Yew Jersey and is engaged in the 
publication of reference publications. 

15. First National Ixealty and Construction Corpora¬ 
tion ("First National”) is located in Boston. Massachusetts, 
and is engaged in the general real estate and construction 
business, including management, operation, development, 
investment in all types of real estate. First National is an 
affiliate of Realty. First National has filed a Chapter XI 
proceeding in the Fnited States District Court for the 
Fastern District of Massachusetts. 

Hi. Irving Tru-t Company (“Irving”) is a banking as¬ 
sociation with its main banking office located at 1 Wall 
Street. New York. New York. Irving is the Indenture 
Trustee for the Indenture Agreement (the "Indenture”) 
covering the Debentures. 

17. Arthur Andersen Co. ("Andersen") is a public 
accounting firm with its principal offices at 1345 Avenue of 
the Americas, New York. New York. Andersen was the 
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auditor tor Republic during a portion of tiie relevant 
period described herein. 

18. .Morris Karp ("Karp”) who resides at 6.” Mamaro- 
neck Road. Xearsdale, New York, is President, Chief Exec¬ 
utive Officer and a Director of Realty. 

Id. Jerome Xoehcr (“Socher”) who resides at 136 East 
•Kith Street, New 5 ork, Xew York is the Treasurer of 
Realty and has been responsible for the preparation of 
Realty’s quarterly and annual financial statements. 

20. Hilary II. Evers ("Evers”) resides at 2374 (Irandin 
Road, Cincinatti, Ohio. Evers is a mortgage and real estate 
broker and served as a director of Realty from 1 DOS to 
Idfid. In 1071 and 1072 lie acted as a finder of real estate 
appraisers and appraisals for Realty. 

21. Eliot .laneway (“Janewav”), Everett Smith 
(“Smith”), Hobart Taylor. Jr. ("Taylor”), David Stein 
("Stein”), Sam (littlin ("Oittlin”), Arthur Stang 
("Ntang”), A. 11. Franklin (“Franklin”), Robert Ifaslett 
("Haslett”). J. P. Letizzi ("Leuzzi”) and Louis llubslunan, 
Jr. ("Hubsinnan"). at all or during a portion of tin' rele¬ 
vant times herein, were directors of Realty and were 
actively involved in or had knowledge of the illegal conduct 
hereinafter alleged. 

22. Theodore P. Beasley ("'1'. Beasley”) who resides at 
42(i() Bordeaux, Dallas, Texas, has at all times relevant 
hereto, been Republic’s Chief Executive Officer, Chairman 
of the Board and member of Republic's Executive Commit¬ 
tee and its Finance and Investment Committee. 

23. Clarence ,J. Skelton (“Skelton”) who resides at 7517 
Spring Valley Road, Dallas, Texas, during the period rele¬ 
vant herein, was President and a director of Republic and 
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a ineniher of Republic's Executive Comm'ttee and its 
Finance and Investment Committee. 

24. Ronald Rex Beaslev ("R. Beasley”) who resides at 
3785 West Bay Circle, Dallas, Texas, was at all times rele¬ 
vant hereto, Executive Vice President and a director of 
Republic, Chairman of Republic’s Executive Committee and 
a member of Republic’s Finance and Investment Commit¬ 
tee. 

25. Robert T. Brady (“Brady”) who resides at 70(19 
Irongate, Dallas, Texas, is and at all times relevant hereto, 
has been Executive Vice President, chief actuary and a 
director of Republic and a member of Republic's Executive 
Committee and its Finance and Investment Committee. 

20. Thomas <1. Nash. dr. ("Nash”) who resides at 5545 
Charlestown Drive, Dallas, Texas, during the period rele¬ 
vant herein, was general counsel of Republic, Executive 
Vice President in charge of Republic's investment division, 
a director of Republic and a member of Republic's Execu¬ 
tive Committee and its Finance and Investment Committee. 

27. Samuel P. Smoot ("Smoot”) who resides at (>X()G 
Stephanie, Dallas, Texas, has at all times relevant hereto, 
been Senior Vice President, Treasurer and a director of 
Republic, and a member of Republic’s Executive Committee 
and its Finance and Investment Committee. 

28. Neal Stanley (“Stanley") who resides at 3503 11 i 11- 
broolc. Dallas. Texas, has at all times relevant hereto, been 
Vice President aiul*>\ctuary of Republic and also is chief 
financial officer with the responsibility of preparing Repub¬ 
lic’s financial statement. 

29. At relevant times herein d. V. Francis ( “Francis”), 
d. Willard Bragg ("Bragg"). W. L. Pickens (“Pickens”), 
W. N. Stannus (“Stannus”), Joel T. Williams, Jr. (“Wil- 
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liams") and Sam .J. Winstead (“Winstead") were directors 
of Republic. 

do. IMielim F. O'Toole. Jr. ("O’Toole") who resides at 
Is South Kilims Highway. St. Louis. Missouri, is the Presi¬ 
dent of Plielim O’Toole Real Instate Company in St. Louis, 
.Missouri, and is a real estate appraiser and a member of 
the Appraisal Institute. 


GENERAL A LLEGATION S 

ill. lietween .human. lOfis and April. 1070. Republic 
invested 17 million dollars in Realty and an additional 
4.0 million dollars in Realty’s affiliate First National, as 
follows: 

(a) On or about January 1(1. lOfiS. Republic purchased 

(1 million dollars of 7V->% notes of Realty. 

% 

(b) On or about June 4. 10(iS, Republic purchased Lb 
million dollars of (1C debentures of Realty. 

(e) On or about December lb. 1 !)( >S. Republic purchased 
2.<! million dollars of <>C notes of First National. 

(d) On or about August - s - 19(19, Republic purchased J 
million dollars of 7 :! ( C notes of First National. 

(o) On or about September 2b. 1000. Republic for 2 mil¬ 
lion dollars purchased 20.0(10 shares of Realty’s senior pre¬ 
ferred stock. 

(f) On or about April 1(1, 1009. Republic purchased for 
Lb million dollars lb.000 shares of Realty’s senior preferred 
stock. 

(g) On or about April 29. 1970. Republic purchased (1 
million dollars of 7 1 notes of Realty. 
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1’i'ior to 1970, Republic had disposed of 3 million 
dollars ol tin- 7>./( Realty notes it acquired in January 
19(i k >. Accordingly. in September 1970, Republic bad a net 
investment in Realty and its affiliates of 18.6 million dol¬ 
lars, over 30 million dollars in mortgages on properties 
owned or managed by Realty or First National. 

.1.5. Concurrent with and as a condition to the purchase 
ot the securities of Realty ami First National by Republic, 
both Realty and First National acquired real estate prop¬ 
erties 1 rom third parties who owned the properties subject 
to lar,ire Republic mortgages. Such properties included a 
fjroup of hotels, office buildings, resident 1 I properties and 
vacant land. Such properties historically had operated at 
cash llow deficits in that the income from such properties 
vsas insufficient to pay the expenses of operating property. 

.14. By September. 197(1. Realty was in financial trouble: 
Republic’s investment in Realty was in jeopardy and 
Republic faced a write-down of a large portion of the 
Realty securities it held. 

(’PI NT I 

I hi; Rkit isi.ic Class Claim Aoainst Republic, T. Beaslky, 
Skelton, Nash, R. Bkaslky, Biiady, Smoot, Stanley, Fran¬ 
cis, (JuAoo, l'ii kkxs. St a > M's, Williams and Winstead 
(the “Delendant Republic Directors”) Fon Violations ok 
SECTION 10(b) OK THK A('T AND RuLK 1 Ob-f) PROMULGATED 
THEREUNDER. 

•la. I lie Republic Class repeats and realleges each and 
every allegation contained in paragraphs 1 through 3.4(a) 
and o through 34 as if set forth in full herein. 

36. From in or about September. 1970, through March, 
19*4, Republic and the Defendant Republic. Directors 
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directly or indirectly, singly and in concert and aiding and 
abetting each other, b\ use ol' the means and instrumen¬ 
talities of interstate commerce and of tile mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts, and omitted to state material 
facts necessary to make tIn* statements made not mislead¬ 
ing or engaged in acts anil practices in the course of busi¬ 
ness which operated as a fraud and deceit upon certain 
persons in connection with the purchase and sale of secu¬ 
rities, including the securities of Republic, all in violation 
of Section 10(b) of the Act and Rule 10b-,I promulgated 
thereunder. 

•'17. As more fully described below, Republic and the 
Defendant Republic Directors engaged in a fraudulent 
course of conduct by causing Republic to channel monies 
through Realty back to Republic to cover up and conceal 
the failing Republic investment in Realty. Such cover up 
and concealment were manifested by Republic’s secretive 
investment in Realty and the concealment of such secretive 
investment. Republic fraudulently reported funds received 
from Realty as income when in fact they were generated 
bv Republic advancing those sums to Realty which were 
immediately returned as interest payments on debts owed 
to Republic by Realty and its affiliates and nominees (the 
‘‘Realty Complex”). In addition. Republic overstated its 
assets carrying excessive mortgages on properties acquired 
by Realty. 

.'!S. The following provides further details regarding 
the fraudulent conduct of Republic and the Defendant 
Republic Directors: 

(a) In September 1ff70. Republic requested Mercantile 
National Rank of Dallas. Texas (“MNB”) to make a loan 
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to Realty. On September 1G, 1070, MNB loaned 12 million 
dollars to Realty at a 10% interest rate. The loan was sup¬ 
ported by an irrevocable take out commitment issued by 
Republic to MXB. Under the terms of the commitment 
Republic agreed to purchase, on March 15, 1971 a 50% 
participation on the balance of the principal and interest 
then owing, and on September 15, 1972 to purchase the 
balance of the principal and interest. MXB is and has 
been Republic's principal bank. T. Beasley is on MNB’s 
Board of Directors and Francis. Chairman of the MNB, 
is a director of Republic. 

(b) Approximately '/> of the proceeds of 12 million dol¬ 
lars MXB loaned to Realty were in fact disbursed to 
Republic ami not to Realty, as follows: 

(i) $4,G2G,5G2.50 to repurchase at par plus accrued 
interest. 4.5 million dollars face amount of 7%% 
notes of Realty: 

(ii) $4SI,500 to repurchase from Republic the face 
amount of Realty’s G% debentures; and 

tiii) Realty loaned First National one million 
dollars with which First National purchased from 
Republic one million dollars face amount of 6% 
debentures of Realty. 

(c) The infusion of new capital into Realty by means of 
the MNB loan in September 1970, enabled Realty to pay 
Republic current and accrued interest on notes, mortgages 
and other obligations. Further, the 12 million dollar infu¬ 
sion of funds into Realty enabled Realty to repurchase at 
par plus accrued interest, the Realty securities described 
above. At the time, such notes and debentures were worth 
considerably loss than their par value. 
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(<l) Oil Xovomber <». 1970. Andersen sent a letter to 
Republic and set forth Andersen's belief that Republic's 
1070 financial statements should include complete and in- * 
formative disclosures of Republic’s involvement with 
Realty. 

(e) In December. 107ft. Republic terminated Andersen’s 
emraireinent as Republic's auditors. Tn February, 1971, 
Republic's financial statements for the calendar year 1970 
were signed by Stanley, but were not then certified by inde¬ 
pendent public accountants. 

if) In February. 1972, I*.MM issued UTitpialilied opinions 
of Republic's 1970 and 1971 financial statements. 

•>9. file fraudulent course of conduct by Republic and 
the Defendant Republic Directors continued as follows: 

fa) In December. 1970. Republic and Realty entered into 
a 25.7 million dollar transaction which had the effect of 
reorjfanizinjf Realty debts to Republic and paying off 
Realty s loan from MXR. I nder the scheme. Republic 
made loans to four corporations which were connected with, 
or then under the control of. Realty. These four corpora¬ 
tions. Automated Realty Services, Fast Side Equities, 

< i rave rat I'orp. and Property Investment Company, then 
paid Realty for certain assets at inflated prices set by 
Realty. Realty received 22 million dollars for its assets 
which were “sold to the four corporations. In addition. 
Republic purchased directly from Realty six mortgages for 
an ay^reirate of $.‘i,2.‘15.000 

fb) I he funds received by Realty in the transactions 
described above were used to pay off certain loans; repur¬ 
chase notes and preferred stock; and make mortgage pay¬ 
ments, to Republic. 
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40. From January ’ .071 through September 30, 1071, 
Realty's liquidity problems continued unabated and Realty’s 
annual report for the fiscal year ended March 31, 1071 
reflected a loss of $13.(i million dollars. For Realty and its 
affiliates to remain reasonably current during this period on 
its numerous obligations, it was necessary for Republic to 
infuse new capital into Realty through more transactions 
in which Realty would receive cash to return to Republic. 
Such transactions were effected by: 

(a) New mortgages placed by Republic directly on prop¬ 
erties owned by the Realty Complex which totaled in excess 
of $2.3 million dollars. 

(It) Five mortgages owned by Realty which were trans¬ 
ferred to Republic for $!)20,000. 

41. In October, 1071, Republic decided to rid itself of 
notes and debentures which it held on various Realtv 
related entities which had borrowed Republic money to pur¬ 
chase Realty assets. 

42. Republic advised Realty that it would accept real 
property supported by appraisals as satisfaction of such 
debt. Republic also agreed that it would place large mort¬ 
gages on raw land to be acquired by the Realty Complex on 
a non-recourse basis to Realty in exchange for notes and 
debentures of Realty owned by Republic. Tin 1 purpose of 
the foregoing was to give a false appwtfance that invest¬ 
ments of Republic in Realty were secured bv substantial 
assets. 

43. Realty did not own any large tracts of land but 
quickly went into the market and arranged to buy a number 
of tracts through nominee subsidiaries. Since Realty had 
no cash to purchase the tracts of land, it was necessary for 
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Republic to advance the money and place molt "-ages on tin 1 
land simultaneously with the closing of the purchase of the 
land hy Realty. Thus. Realty could use part of the pro¬ 
ceeds received from Republic to pay for the land. 

44. In the first of the “mortgage-swap” transactions on 
November 30, 11)71, R. K. Duchess Corp. (“Duchess”) a 
Realty subsidiary, purchased a 1.040 acre tract of land in 
Loudoun County, Virginia for 12.T million dollars (the 
"Loudoun Transaction”). Simultaneously Duchess bor¬ 
rowed li.r> million dollars from Republic secured by the 
land and prepaid $50(1,000 in interest to Republic. Realty 
used 2.7 million dollars to pay for the land and 2 million 
of the 3.3 million dollars remaining went back to Republic 
for thi* "purchase” of debentures of Unity Industries, a 
shell corporation. Realty retained approximately 1.2 mil¬ 
lion dollars for corporate purposes. 

45. On December 22, 1071, Realty and Republic closed a 
transaction involving in excess of 31 million dollars. The 
components of the transaction are as follows: 

(a) A Realty subsidiary, Wambat. purchased a 21.000 
acre tract of raw land in the Adirondack Mountains in 
upstate New York for 3.15 million dollars. Republic simul¬ 
taneously placed a $13,450,000 mortgage on the property, 
(the “Adirondack Transaction”). 

(b) Republic placed a mortgage for 1.4 million dollars on 
a 123 acre tract of land located in West Palm Dench. 
Ulorida in favor of a Realty nominee subsidiary. Wambaeh 
Realty Corp. Realty contracted to purchase tin* land for 
$022,000 and dosed the purchase on the same date of the 
mortgage. 
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(<•) Republic made a direct loan of 4.1 million dollars to a 
Realty subsidiary. Medical Arts Sanitarium, Tnc„ which 
was operating a hospital in Xew York. 

(d) Realty had contracted for the purchase of a 1,395 
acre tract of raw land in Lake Havasu, Arizona, in the 
amount of 3.4 million dollars. On December 32, 1971, 
Realty "sold” it to Republic for 5.2 million using Republic’s 
money from the proceeds of the sale to pay for the tract. 

(e) Realty ‘“sold" to Republic a 20(1 acre parcel of land 
in Harrinmn, Xew York for 4.4 million dollars. At the 
same time, it closed on its contract with a third party to 
purchase the land for the sum of $1,502,000. 

(f) Realty purchased an A&l* Supermarket in Yonkers, 
Xew York for $305,000 and simultaneously “resold” it to 
Republic for $550,000. 

40. In the December 22. 1971 transaction, Realty 
received an aggregate of $31,103,000 from Republic of 
which S million was used to purchase the land described 
above. Realty retained 2.0 million for corporate purposes. 
The remainder was returned to Republic by way of a repur¬ 
chase* of securities of Realty held by Republic, together 
with interest thereon. 

47. At year end, 1971, Republic’s investment in the 
Realty Complex was approximately SO million dollars. By 
the latter part of 1972, Republic realized that the Realty 
nominee corporations which owned the fee interest in the 
two largest mortgages (Adirondack Transaction and Lou¬ 
doun Transaction) would not be making the large payments 
that would soon become due. 

4S. In October, 1972, Republic sought Realty’s aid in 
connection with the anticipated defaults on such mortgages. 
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Realty owned the l‘ee interest of a complex in Fairfield, 
Connecticut, known as the Bigelow-Sanford Comi>lex. The 
principal tenant in the complex was the Bigelow-Sanford 
Carpet Company. Tin* carpet company had been phasing 
out its operations 'or several years and had given Realty 
notice that it did not intend to renew its lease which would 
expire in duly, 11*7.‘>. There were no other major tenants of 
the complex other than the carpet company and the pros¬ 
pects for finding a tenant for the antiquated industrial site 
were* dim. Several years earlier. Fealty had offered Repub¬ 
lic an interest in the Itigelow-Sanford Complex hut after 
inspecting the property Republic had refused to make any 
investin' le therein. In October lhT'J. however. Republic 
and Realty devised a scheme whereby the mortgage pay¬ 
ments on the Adirondack Transaction and Loudoun Trans¬ 
action could he paid as follows: 

(a) Realty created a lease of the I ligelow-Sanford tract 
for Fnfield Properties Corp., (“Enfield") a Realty subsidi¬ 
ary, providing for an annual lease payment payable to 
Realty of $100,000 per year. 

(h) With the lease as security. Republic granted a 5 mil¬ 
lion dollar leasehold mortgage to Enfield. As the carpet 
company lease was soon to expire, and there were no other 
tenants for the vast tract. Fnfield had little prospect of 
being able to make the annual payment to Realty or its 
mortgage payment to Republic. 

(c) As part of the transaction. Enfield acquired for 
$15,000 the two shell corporations that held title to the 
Adirondack property encumbered by a 13.5 million dollar 
mortgage and the Loudoun property, a tract which was 
encumbered by a 0.5 million dollar Republic mortgage. Of 
the 5 million dollars Republic paid to Enfield for the lease- 
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hold mortgage, 1.7 million went immediately hack to Repub¬ 
lic to pay the Republic mortgages on the two tracts. 
Republic thus paid its mortgage with its own money. 

(d) Republic treated the greatest part of the 1.7 million 
dollars as income on Republic’s income statement. Enlield 
transferred the remaining 3.3 million dollars to Realty and 
Realty “sold” some debentures and other assets of dubious 
value to Enfield for part of the .‘1.3 million dollars. Realty 
also satisfied the second and third mortgages on their fee 
interest which totaled $3,(150,000 for a fraction of the face 
amount. Realty was left with an excess of 2 million dollars 
in cash as a result of the transaction. After the above 
transaction had been negotiated and concluded llubslmmn 
acquired Enfield for no consideration. 

4b. The scheme and fraudulent conduct included the 
following additional transactions: 

(a) On or about June 30, 1072. Realty purchased a shop¬ 
ping center in Levittown, Pennsylvania, for 2.3 million dol¬ 
lars. Tt simultaneously obtained a mortgage on the prop¬ 
erty from Republic for 4 million dollars and used the pro¬ 
ceeds of the mortgage to pay for the property. Of the 
remainder. $1,150,000 was immediately returned to Repub¬ 
lic for pre-payment on various hotel mortgages. 

(b) On or about October 5, 1072, Republic granted 
Realty a 3 million dollar mortgage on a leasehold interest 
in a shopping center which was purchased contemporane¬ 
ously by Realty. Of the 3 million dollars received by 
Realty, one million dollars was used to acquire Realty’s 
interest in the shopping center and 2 million dollars was 
returned to Republic to acquire, at par plus accrued in¬ 
terest, notes and mortgages previously transferred to 
Republic by Realty. The notes and mortgages were 
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secured by decaying properties in Newark, Paterson and 
Hoboken, New Jersey and Albany, New York. 

(c) On or about October (i, 10712, Republic acquired from 
Realty in satisfaction of $1,500,001) in Realty related debt 
two notes of (treat Plains Hotel Company. Inc. The fJreat 
Plains notes aggregated $J,(i.'>0,000 in face amount but 
yielded no interest and did not provide for payment of any 
principal until December HI, 1!)S7 at which time payments 
of annual installments of $150,000 are scheduled to begin. 

50. While Republic was granting new loans to Realty 
and its related parties from January 1, 1!)(IS through 
March. 1074. Realty and its alliliated companies and per¬ 
sons were obligated to pay Republic interest on the loans 
and mortgages already on Republic's books. 

51. Tn Republic’s fiscal years 1070, 1071 and 1072, a 
material portion of Republic’s reported income was derived 
from accrued interest on Realty related debt. 

52. While Republic was reporting interest accrued and 
received on Realty related debt as income in its annual 
reports to its shareholders, the Securities and Hxchango 
Commission (the “SKC”) and to the public, it was con¬ 
tinuously making new loans and expanding its debt base 
with the Realty Complex. Of such reported income a very 
large percentage was attributable to cash receipts received 
by Republic from Realty. The source of this cash was 
loans made to Realty by Republic when financing was not 
otherwise available to Realty. The ultimate collectibility 
of these loans was in doubt and Republic should not have 
recognized income therefrom. 
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oS. Republic in its fiscal years ended December 31,1970, 
1971 and 1972 had invested a substantial portion of its 
assets in the Realty Complex or in properties which had 
been obtained from the Realty Complex from satisfaction 
of debt. Republic failed to report in its reports filed with 
the SKC and those sent to its shareholders, that a large 
portion of its assets had been invested in Realty. 

f)4. Republic overstated its assets and income and under¬ 
stated its reserves for losses in financial reports filed with 
the SKC. sent to its shareholders and filed with the Insur¬ 
ance Department with the State of Texas for Republic’s 
fiscal years ended December 31, 1970, 1971 and 1972. 

bo. 'I’he substance, nature, extent and materiality of 
Republic’s transactions with Realty have not been disclosed 
to Republic shareholders. 

The Defendant Republic Directors have participated 
in the aforesaid scheme and fraudulent course of conduct 
the execution of their respective offices at Republic .old as 
such knew or should have known of the fraudulent schemes, 
the misstatements and omissions of material facts, and the 
fraudulent courses of business described herein; or, alter¬ 
natively. were grossly negligent and reckless in failing to 
detect them in discharging their duties as directors; or 
alternatively, were negligent and failed to exercise the 
required diligence and due care in their failure to discover 
and detect the true facts relating to, and the materiality of, 
the Republic-Realty transactions and to inquire as to 
whether or not full and fair disclosure was being made. 

:>7. Dy virtue of the foregoing, the Republic Class has 
been damaged. 
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corvr 11 

'I'm. Reiwiu.ic Ci.\<s Claim Aoaixst Rkpiuu.ic and the 
Dkkkxhant Riprisnc Dihi.ctohs ion Violations ok Section 
IH(a) (IKTHK Act AND RiTLE l.'Ja-l I’liOMT'LOATED TlIKItKCNnEK 

;»s. The Republic ('las.- repeats and realleges each and 
ever_\ allegation contained in paragraph through o7 as 
if set forth in l ull herein. 

.*>!). Republic’- linmicial statements for its fiscal years 
ended December dl, 1P70, 1D71 and ld7j are materially false 
and misleading in that: 

(a) I hex failed to disclose that Republic had invested a 
large percentage of its assets in the Realtx Complex. 

lb) Republic’s income was materially overstated in that 
income from Realty Republic transactions was improperly 
recognized. 

(c) I’hey understated Republic's reserves for losses on 
real estate transact ions. 

id) Republic’s assets which were derived from its invest¬ 
ment in Realtx and its related entities were materially and 
fraudulently overstated. 

lilt. Reports describing the false and misleading finan¬ 
cial statements have been tiled with the SKC on Republic’s 
form 111 K for its fiscal years ended December III, i!)7(). 1071 
and 1!I7 l\ 

HI. By reason of the foregoing. Republic and the De¬ 
fendant Republic Directors have violated, acted in concert 
in connection with and aided and abetted each other in 
violation of. Section Id(a) of the Act and Rule lda-1 tb~ T, p_ 
under and have damaged the Republic Class. 
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C'OI'XT III 

The Kkimuuc Class Claim Aoainst I’.MM For Violations 
or Section 10(h) or the Act and Rule l()h-o I’homuuiated 
T 11 kiiec n 1 >kii 


• 12. The Republic Class repeats ami realleges each and 
every alienation contained in paragraphs 5S through (il as 
if set forth in full herein. 

*i.‘!. From on or about January 1. 1070 to the present, 
I’MM and Republic directly and indirectly, singly and in 
concert and aiding ami abetting each other by use, means 
and the instrumentalities of interstate commerce and the 
mails, employed devices, schemes and artifices to defraud, 
made untrue statements of material facts, and omitted to 
state material facts necessarv to make the statements made 
not misleading and engaged in acts and practices in the 
course of business which operated as a fraud and deceit 
upon certain persons in connection with the purchase and 
sale of securities including the securities of Republic, all 
in violation of Section 10(b) of the Act and Rule 10b-5 
promulgated thereunder. 

04. As a part of the aforesaid scheme PMM issued its 
report, including its unqualified opinion of the financial 
statements of Republic for the years 1970, 1971 and 1972 
when such financial statements were materially false and 
misleading in the manner and the respect more fully set 
forth in Counts 1 and 11 of this complaint. 

65. Prior to issuing its auditor’s report for Republic’s 
fiscal years 1970 and 1971, PMM had received and reviewed 
Andersen's November 6, 1970 letter to Republic, the out¬ 
lines of which are stated in Paragraph 38(d) above. 

66. PMM knew or, upon the exercise of proper account¬ 
ing procedures should have known, that such financial state¬ 
ments were materially false and misleading and were not 
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prepared in accordance with generally accepted or statutory 
accounting principles consistently applied, and such state¬ 
ments did not fairly and fully present the results of the 
periods reported upon, nor fairly present the financial con¬ 
dition, ot Republic at the end of such periods. In addition, 
PMM failed to disclose 1 and correct, in accordance with 
its professional obligations, such false and misleading finan¬ 
cial statements, prior to February 4, 1P74. 

07. As a result of the misconduct of PMM described in 
the previous paragraph, the Republic Class has been dam¬ 
aged. 

COUNT IV 

I hi: Redubuc Class Claim against Standard and Best 
I'-oii viomtion ok Section 10(b) ok tim: Act and Rule Idb-a 
I’KOM gloated thereunder 

OS. I lie Republic Class repeats and realleges each and 
every allegation containc in paragraphs 35 through 57 as 
if set forth in full herein. 

tift. I* rom in or about January 1, 19fiR to the present, 
Standard and Best have published in their periodicals 
financial information regarding various corporations 
including Republic. 

70. Standard and Best have held themselves out to the 
public as experts in their respective fields. As such, they 
have stated the good financial condition and future outlook 
of Republic and have recommended Republic to the public 
as a good investment. Best stated in its Policyholders 
Recommendation that “Tn our opinion it [Republic] has 
most substantial overall margins for contingencies. Upon 
♦ lie foregoing analysis of it’s present position, we recom¬ 
mend this company”. Thus, Bes^ is doing more than merely 
disseminating published and filed information. It is evalu¬ 
ating information and expressing an opinion with respect 
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to tlu* purchase and sail* of Republic stock which informa¬ 
tion the Republic Class relied upon in purchasing Republic. 

71. Standard was also recommending and giving opin¬ 
ion with respect to Republic stock during the periods that 
Republic stock was being purchased by members of the 
Republic Class. 

7-. Standard and Best failed to investigate and verify 
such facts before making recommendations and giving their 
opinions. Standard and Best knew or should have known 
their recommendations and opinions would be relied upon 
by members of the public who subsequently became part of 
the Republic Class. Prior to making such recommenda¬ 
tion.' and giving their opinions, Standard and Best will¬ 
fully or recklessly disregarded the truth. 

7.‘I. By failing to investigate the facts upon which their 
opinions were based. Standard and Best knowingly dis¬ 
seminated recommendations without knowing whether such 
recommendations were correct or not. Such total disregard 
of the truth and the buying public are violations of Sec¬ 
tion 10(b) of the Act and Rule 10b-5, promulgated there¬ 
under. 

COUNT V 

The Republic Class Claim Against Realty, Karp, 
Sociikr, .Iankway, Smith, Taylor, Stf.in, Oittlin, Stang, 
Franklin, IIaslett, Leuzzi and Hubshman (the "Defen¬ 
dant Realty Directors”) For Violation of Section 10(b) 
or the Act and Rule 10b-5 Promulgated Thereunder 

74. The Republic Class repeats and realleges each and 
every allegation contained in paragraphs 35 through 57 as 
if set forth in full herein. 

75. From on or about March 1, 10(19 to the present, 
Realty and the Defendant Realty Directors, directly, and 
indirectly, sing v and in concert, and aiding and abetting 
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each other by use of the means of the instrumentalities of 
interstate commerce and the mails, employed devices, 
schemes and artifices to defraud made untrue statements 
of material facts, and omitted to state material facts neces¬ 
sary to make statements made not misleading and engaged 
in acts, practices and in a course of business which operated 
as a fraud and deceit upon certain persons in connection 
with flu* purchase and sale of Republic securities, all in 
violation of Section 10(b) of the Act and Rule 10b-5 pro¬ 
mulgated thereunder. 

7<i. Realty and the Defendant Realty Directors caused 
Realty to: 

(a) Engage in and report transactions in Realty’s 1971, 
1972 and 1972 financial statements as bona fide, armslength 
business transactions when, in fact, such transactions were 
not as reported and were part and parcel of a fraudulent 
scheme and course of conduct which had as its purpose the 
creation and maintenance of the appearance that Realty 
was a viable business entity when in fact it was not and was 
on the brink of ceasing to exist as an ongoing entity. 

(It) Falsely and fraudulently report as income proceeds 
of Republic mortgages when in fact such proceeds were im¬ 
mediately channelled back to Republic. 

77. In March, 1972, immediately prior to the dose of 
Realty’s fiscal year. Realty transferred title to the Adiron¬ 
dack and Loudoun tracts from its subsidiaries to corporate 
shell nominees for nominal con adoration. Realty falsely 
declared as income for its fiscal year ended March .‘11, 1972 
the excess of the Republic mo tgages (20 million dollars) 
over the purchase prices (6 m llion dollars). Realty never 
realized any of the 14 million dollar excess as income since 
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it went back to Republic a.* part of the fraudulent scheme 
set forth in Count I. 

78. On or about February 11, 15)71, Realty created a 
corporate entity called S. 1). Associates, Inc. (“S.D.”). On 
February 12, 15)71, Realty transferred assets into S.l). 
Such assets transferred to S.l). were carried on Realty’s 
books at about $100,000. S.l). issued to Realty a 4 million 
dollar note at 5interest rate with all interest and princi¬ 
pal payable in a single payment in 1974. The note was a 
corporate note without recourse to . e party who signed 
on behalf of S.T). 

75). In August, 15)71, the Realty Complex was indebted 
to Royal in the amount of $8,350,139. Such loan was over 
the bank’s lending limit with respect to its Realty related 
debt. To create the appearance of elimination. Realty and 
Royal arranged the following transactions which took place 
on August 5, 1971; 

(a) Republic loaned Realty 3 million dollars which 
Realty paid to Royal; 

(b) Royal purchased from Realty for 2 million dollars 
a mortgage on premises known as the Queen Charlotte 
Hotel in Charlotte, North Carolina. Republic delivered a 
letter agreement to Royal pursuant to which Republic 
agreed to purchase such mortgage on or before August 1, 
15)72 at par plus accrued interest; and 

(c) Simultaneously, Royal loaned $3,350,139 to S.D. 
which transferred said sum to Realty, purportedly as 
partial payment of the four million dollar note to S.l). 
described above. This obligation remains unpaid and out¬ 
standing. 
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so. Realty lias controlled S.l). from its inception, but 
Realty has accounted for transactions with S.l). by report¬ 
ing income statement and balance sheet items for its 1071 
and 1972 fiscal years in the same manner as if Realty had 
negotiated such transactions with an independent party. 
Accordingly, in view of the sham nature of the Realty-S.l). 
transactions described in this Count, material adjustments 
were necessary to Realty’s financial statements for its 1971 
and 15»7*J fiscal years. 

si. l*y reason of the foregoing, Realty’s financial state¬ 
ments for its fiscal years ended March .'51, 1971 and 1972 
are materially false and misleading. 

S2. The Defendant Realty Directors participated in the 
aforesaid scheme and fraudulent course of conduct in the 
execution of their respective offices at Realty. 

s.'!. I!y virtue of the foregoing, the Republic Class has 
been damaged. 

CQCXT VI 

Tin; RniM iu.n Class claim auaisst WT’R koh violation 
oi Suction 10(b) ok tiii; Act and Rulk 10b-5 puomulgated 

t 11 i.iili' n hki; 


s4. The Republic class repeats and realleges each and 
every allegation contained in paragraphs 74 through St) as 
if set forth in full herein. 

s:>. From in or about Uanuary 1, 1970 to the present 
Realty and W’FR directly and indirectly, singly and in con¬ 
cert and aiding and abetting each other, by the use of the 
means and instrumentalities of interstate commerce and of 
the mails, employed devices, schemes and artifices to 
defraud made untrue statements of material facts and 
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omitted to state material facts necessary to make the state¬ 
ments made not misleading and engaged in acts, practices 
and a coarse of business wliieli operated a fraud and deceit 
upon certain persons in connection with the purchase and 
sale of Republic securities. 

s <>- W KB audited the financial statements of Realtv for 
Realty’s fiscal years ending March .‘51. 11*71. 1972 and l!*7.‘5. 
\\ KB issued ipialitied opinions on such financial statements 
'or the lib 1 and 1972 fiscal years and disclaimed an opinion 
for the 197.’! fiscal year. 

^7. \\ KB was the third independent auditor to begin an 

audit of Realty’s financial statements for its 1!*71 and 1972 
fiscal years. \\ KB was put on notice by consultation with 
its immediate predecessor, David Berdon k Co. (“Rerdon”) 
that Berdon’s difficulty in completing its audit of Realty’s 
financial statements was its inability to satisfy itself by 
ordinary auditing procedures as to the nature and char¬ 
acter of a number of Realty-Republic transactions. WPR 
was aware that Berdon’s engagement was terminated by 
Realty after Berdon stated that it would have to examine 
the books and records of Republic as an extended auditing 
procedure prior to the issuance of its auditor’s report. 

ss - WKB permitted its audit reports including its <pmli- 
fied opinion, to accompany Realty’s financial statements for 
the fiscal years ended March .’51. 1!*71 and 1972 when the 
financial statements were materially false and misleading 
in that they reported the transactions detailed in Counts T 
and V as luma fide, arms-length business transactions, when 
in fact such transactions were 1 not as reported and were 
part and parcel of a fraudulent scheme or course of 
conduct. 
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WFM knew nr. upon the exercise of proper account¬ 
ing procedures should hav e known, that such financial state- 
ments were materially false and misleading and were not 
prepared in accordance with generally accepted accounting 
principles, consistently applied, and such statements did 
not fairly and fully present the results of the periods 
reported upon, nor fairly and fully present the financial 
condition, of Realtx at the end of such periods. 

Hit. As a result of the misconduct of WFH described in 
the pre\ ions paragraph the Republic Class was damaged. 


('C)FXT VII 

Tin: hTlUT.I.K ( 'l.ASS cl. AIM VUAINST A NIU.IiSKN. ( I HAN'T AND 
Kill*’ KOK VIOLATION OK SECTION 10(b) OK THE ACT AND RlTLF 
lllb-b I’ltOM l'l.(lATK.l> TMK.KK.l’XDK.It 


HI. The Republic Class repeats and realleges each and 
every allegation contained in paragraph ^4 as if set forth 
in full herein. 

Oil. In December, 1070 Republic terminated Anderson’s 
engagement as its auditors. 

00. Andersen v iolated a duty to disclose to the general 
public and the responsible agencies and to those interested 
in the welfare Republic the problems and circumstances 
of the Realty-Republic transactions. 

04. liy v irtue of the foregoing. Andersen and Republic 
directly and indirectly, sintrly and in concert and aiding and 
abetting each other, by use. means and the instrumentali¬ 
ties of interstate commerce and the mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts and omitted material facts 
necessary to make statements made not misleading and 
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engaged in acts, practices anti a course of business which 
operated as a fraud and deceit upon certain persons in 
connection with the purchase and sale of securities of 
Republic in violation of Section 10(b) of the Act and Rule 
lOb-b promulgated thereunder. 

95. Grant and KFH were the independent auditors for 
Realty during certain relevant portions of the periods 
above described. Each discovered or knew of the material 
problems between Realty and Republic. Grant and KFH 
informed Realty of the fact that the financial statements of 
Realty and of First National would not be unqualified and 
both firms were Replaced as auditors for Realty. Not¬ 
withstanding such replacement, both firms failed in their 
obligations to the public and to the SEC to fully disclose 
such facts and to alert responsible authorities thereto. 
Instead, each firm withheld the facts thereof in order to 
benefit themselves by not involving themselves. 

9fi. By virtue of the foregoing, Grant. KTTF and Realty, 
directly and indirectly, singly and in concert and aiding 
and abetting each other, by use, means and the instrumen¬ 
talities of interstate commerce and the mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of facts and omitted to state material facts 
necessary to make the statements made not misleading and 
engaged in acts, practices and a course of business which 
operated as a fraud and deceit upon certain persons in 
connection with the purchase and sale of securities of 
Republic, in violation of Section 10(b) of the Act and Rule 
10h-5 promulgated thereunder. 

97. By virtue of the foregoing, the Republic Class was 
damaged. 
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COUNT vm 

The Republic Class Claim against Security for viola¬ 
tion of Section 10(b) of the Act and Rule Kill-.') prom fl¬ 
oated THEREUNDER 


OS. The Republic Class repeats and realleges each and 
every allegation contained in paragraph 84 as if set forth 
in full herein. 

99. In August, 1971 the Realty Complex was indebted 
to Royal in tin* amount of $8,97)0,139. Such loan was over 
Royal’s lending limit with respect to its Realty related debt. 

100. To benefit Royal, Realty and Republic, a plan was 
created giving the appearance of removal of the Realty 
debt. Republic loaned Realty $3,000,000 which Realty paid 
to Royal. Royal then purchased from Realty for $2,000,000 
a mortgage on the Queen Charlotte Hotel in Charlotte. 
North Carolina. Republic agreed to repurchase it from 
Royal on or before August 1, 1972 at par plus accrued 
interest. Simultaneously. Royal loaned $3.37)0,139 to S.D. 
knowing that it would lie transferred to Realty. 

101. By virtue of the foregoing, Security, Republic and 
Realty, directly and indirectly, singly and in concert and 
aiding and abetting each other, by use, means and the 
instrumentalities of interstate commerce and the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts necessary and omitted 
to state material necessary to make the statements made 
not misleading and engaged in acts, practices and a course 
of business which operated as a fraud and deceit upon per¬ 
sons in connection with the purchase and sale of securities 
of Republic, in violation of Section 10(b) of the Act and 
Rule 10h-7) promulgated thereunder. 
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102. Rv virtue of the foregoing illegal and fraudulent 
transactions, the Republic Class was damaged. 

COUNT IX 

Thu Ri.public Class Claim against Realty, Evf.rs, 
O’Toole and Karp for violation ok Section 10(h) ok the 
Act and Rule 10b-.') promulgated thereunder 

103. The Republic Class repeats and realleges each and 
every allegation contained in paragraphs 1 through 3, 4(a), 
.') through 34 and 41 through 4. r >, as if set forth in full herein. 

104. From on or about December 1, 1971 through 1974, 
Realty. Evers, O’Toole and Karp directly and indirectly, 
singly and in concert and aiding and abetting each other, 
by use and means and instrumentalities of interstate com¬ 
merce and of th(> mails, employed devices, schemes and 
artifices to defraud, made untrue statements of material 
facts, and omitted to state material facts necessary to make 
the statements made not misleading and engaged in acts, 
practices and a course of business which operated as a 
fraud and deceit upon certain persons in connection with 
the purchase and sale of Republic securities all in violation 
of Section 10(b) of the Act and Rule 10b-5 promulgated 
thereunder. 

105. As a condition to entering into the Loudoun Trans¬ 
action described in paragraph 44 and the other transac¬ 
tions which were described in paragraphs 45 and 46 which 
closed on December 22. 1971, Republic requested that 
Realty supply it with appraisals of the respective proper¬ 
ties reflecting values, to justify the amount of the purchase 
price or the amounts of the mortgages. Republic required 
that the appraisals be done by an appraiser who was a 
Member of the Appraisal Institute (“M.A.T.”). 
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10(5. On Ilecember 14. 1071. Karp contracted with Evers, 
a former director of Realty who is not himself an 
appraiser, that for a total of $.'17).0110 Evers would supply 
appraisals for the properties in Lake Havasu, Arizona: 
West I’alm !h (ii’li. Florida: Adirondack Mountains. New 
York: and Harriman. New York. 

107. Evers hired O'Toole to do the appraisals paying 
O I oole $12,.>( )0 ol the $5).),000 he received. A ddi t ii.na 11 v. 
Realty paid the expenses of both. 

10S. On December 17, 1071, Republic's Finance ami 
Investment Committee approved the urantini; of mortjta^es 
lor the purchase ol the properties involved in the traits* 
actions which closed on December _'L’. 1071. 

100. The appraisal reports eventually submitted to 
Realty by O I'oole and Evers rellect the following values 
tor the subject properties with the contemporaneous Realtv 
purchase price: 

True Purchase 

Property Appraisal Value Price by Realty 

Lake Havasu . $.*>.2 million $2.4 million 

Harriman . $4.4 million $1.(5 million 

Adirondack's . $ IS million $55.1 million 

West I’alm Beach .... $ 2 million $0.(5 million 

110. O'Toole accompanied by Evers did not visit the 
sites of the subject properties until after the Republic 
Finance and Investment Committee had approved the 
transactions on December 17. 1071. 

111. The appraisals written by O'Toole were delivered 
by Realty to Republic on January 4, 1072. 
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1 ] 2. Tlic appraisals wciv back-dated to December 1.1, 
1«)71 w hich was prior to the meeting oi Republics l*i nance 
ami Investment Committee. 

11The appraisals were fraudulent and inflated and 
ignored contemporaneous purchase prices ot properties 
involved. a> well as the sale prices ol comparalile prop¬ 
erties. 

114. I»\ virtue of the foregoing, the Republic ( lass was 
damaged. 

t ■< H'NT X 

'I'm Rl.lMT.lli IT 111 V All \ l\ cl. AIM VUAISST Rl.AI.TV. Tllli 
lUU'I.NIiAVT Rl.IT' 111 .11 IHItl'.i TOItS. Till; OKKINIIANT Rl.AI.TY 

mi:i:i rous. I’M M. WFM, Kvkiis am> < t'Toni i: (The “Republic 
Derivative Defendants”) 

I lf>. FInnmi. Sussinan and Ferber repc*at and reallege 
each and every allegation contained in paragraphs I 
through 11, 4(f). b through 4 and IS through 114. .as if set 
forth in full herein. 

ll(i. Knowing that the Republic investments in Realty 
and in the Realty Complex were in great jeopardy and 
Realty and the Renltv Complex would be unable to meet 
their obligations under such investments, commencing on 
or about September, l!»70, and continuing thereafter to 
December. 1!»7.'!, the Defendant Republic Directors, the 
Defendant Realty Directors. R.M.M, WFR and Realty 
devised and embarked upon and carried to fruition a con¬ 
tinuous series of manipulative and deceptive schemes, 
plans, artifices and devices to: conceal Republics tailing 
investments in Realty; conceal Realty's inability to meet its 
obligations under said investments; talsely create the illu¬ 
sion that Realty was financially sound: and systematically 
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lout and siphon olT tin* asset- of Republic for tlieir henefit. 
Siieli traudulent selienie was carried out he. infrr alia: 

(a) ( ausinn' Republic to invest enormous additional 
funds into Realty. 

(h) ( ausiny RepuMie to make excessive niortyaye loans 
to Realty with knowledge that the securitv thereon was 
fraudulently overvalued. 

(e) ( aiisinir RepuMie to purehase properties from Realty 
with knowledge that sueh properties were fraudulently 
overvalued. 

id) ( ausiny RepuMie to restructure the indebtedness of 
Realtv and the Realty ( omplex to Republic replacin'; older, 
failing investments in Realty with newer, hut still unsound 
investments, some secured, hut with securitv that was 
fraudulently overvalued. 

(e) ( ausi 11 o- the proceeds ol loans and additional invest¬ 
ments in Realty by Republic to be, in substantial part, con- 
cut tenth or shortly thereatter returned to Republic (nonii- 
nali> in payment ol interest and other obligations) and 
causing Republic to lalselv treat and report a substantial 
portion ol its own monies so returned as ineijme. 

(I) (’ausiny Republic to conceal and fail to report the 
true nature ol the aforesaid transactions. 

ly) Causing Republic to overstate the value of its invest¬ 
ments in Realty, and 

(h) (’ausiny Republic to conceal the true value of its 
im ostinenls in Realty, the jeopardy to those investments 
and the doubtful collectibility of such investments. 

117. As part of such fraudulent scheme, the Defendant 
Republic Directors, the Defendant Realty Directors, 1RM.M, 
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W FB ami Realty, with full knowledge of the failing con 
*lition of Realty, caused Republic to continue to invest oxer 
increasing amounts of moneys in Realty in a multitude of 
complex transactions and in which Republic was caused to 
give money for little or nothing in return. 

118. Su< transactions, included the following: 

(a) The million dollar loan from MNB to Realty as 
described in paragraphs .‘18(a), .‘18(b) and .‘18(c), which 
paragraphs are incorporated as if set forth in full herein; 

(b) The transaction described in paragraph .‘19(a) which 
is incorporated as if set forth in full herein; and 

(c) The transactions described in paragraphs 4(1 through 
45 which are incorporated as if set forth in full herein. 

119. Flamm, Kussman and Ferber repeat and reallege 
each and every allegation contained in paragraphs 4b 
through 4s, 49(a), 49(b), 49(c) and 50 as if set forth in full 
herein. 

1-0. In order to aid, abet and conceal the foregoing 
transactions and others and the schemes and fraudulent 
activities of Realty, the Defendant Realty Directors anti 
the Defendant Republic Directors and PMM issued false 
and un<|ualitied certifications in connection with financial 
statements of Republic and used its name in connection 
with said false financial statements. In like manner, WFB 
in order to aid, abet and conceal the foregoing transactions 
and others and the schemes and fraudulent activities of 
said defendants, issued false certifications in connection 
with the financial statements of Realty and used its name 
in connection with said false financial statements. Without 
the participation, aiding and abetting of PMM and WFB, 
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thr foregoing scheme and fraudulent devices could not have 
been continued since revelation of the true facts would 
have caused termination of the conspiracy. 

lltl. As a consequence of the foregoing transactions and 
the schemes and fraudulent activities of the Republic Deri¬ 
vative' Defendants, balance sheets for Republic for the 
years ending 1!<70. I!*7l and 11*7l? and the profit a id loss 
statements for the annual periods ending on such dates 
(said financial statement> being issued to the public in the 
first months of l!>71, I!t72 and l!)7d, respectively) materially 
overstated the assets of Republic. Such material over¬ 
statements of assets and profits of Republic, the false cer¬ 
tifications and the fraudulent transactions which gave rise 
to such overstatements were not made known to the share¬ 
holders of Republic or the investing public until April 1!*74 
and affected the prices at which securities of Republic 
traded. 

Il’L’. fivers and O’Toole issued appraisals with respect 
to certain real estate and other properties owned by Realty, 
or which were to be purchased by it and which served as 
the subject matter of the real estate transactions described 
above, such appraisals being highly inflated and fraudulent. 
Accordingly. Evers and O’Toole aided and abetted the fore¬ 
going transactions and the foregoing schemes and fraudu¬ 
lent activities. 

llt.'l. The purchase price of the mortgages and notes and 
other securities issued by Realty and paid by Republic were 
materiall\ overstated: were not negotiated at arms length; 
and said securities were purchased in breach of fiducial y 
duties owed by the Defendant Republic Directors and De¬ 
fendant Realty Directors. The purchase prices paid were 
highly inflated and by reason of the scheme in excess of 
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$50,000,000 was taken, without consideration, from Republic 
and suel■ taking constitutes a wast [sic] and spoliation of 
the assets of Republic. 

124. Rv virtue of the foregoing, the Republic Derivative 
Defendants, directly and indirectly, singly and in concert, 
and aiding and abetting each other, by use, means and the 
instrumentalities of interstate commerce and the mails, 
employed devices, schemes, artifices to defraud, made un¬ 
true statements of material facts necessary and omitted to 
state material facts necessary to make the statements made 
not misleading and engaged in acts, practices and courses 
of conduct which operated as a fraud and deceit upon 
Republic, all in violation of Section 10(b) of tile Act and 
Rule ll)b-5 promulgated thereunder. Further, said acts con¬ 
stitute violations of Section 17(a) of the Securities Act 
and Sections 15(a). 14(a), IS and 50(a) of the Act, all to 
the damage of Republic and for which Republic has no 
adequate remedy at law. 

125(a) To the extent required by law, demand upon the 
board of directors of Republic to correct the abuses com¬ 
plained of would be futile because: 

(i) All of the directors have participated in the 
wrongdoings and have approved the fraudulent 
practices and devices; 

(ii) A majority of the bo,..d of directors of 
Republic and its chief executive officers are defen¬ 
dants herein and thus the wrongdoers would have to 
take action against themselves and their interest; 
and 

(iii) The action would be, if demand were heeded, 
placed in the hands of the wrongdoers. 

\ 
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125(h) To the extent required by law, demand upon the 
shareholders of Republic to correct the abuses complained 
of would be futile because: 

(i) Under the laws of Texas and New York, the 
directors, not the shareholders, manure the affairs 
of tin* corporation, including the bringing of actions 
for it; 

(ii) The shareholders of Republic are without 
power to ratify or approve the fraudulent acts com¬ 
plained of; 

(iii) ft is unreasonable to impose upon Flamin, 
Kussman and Fcrber the requirement of soliciting 
proxies in order to bring this action and incur the 
expense of contacting approximately 22,500 share¬ 
holders ; and 

(iv) T. IleasleN and his family own and control 

approximately :!so; ,,f the outstanding common 

shares ol Republic and having effective working con¬ 
trol of Republic could not be expected to authorize 
the bringing of an action against himself and others, 
and if they did, the action would be in the hands of 
wrongdoers. 

ll’ii. I bis action is not a cod* dvc one brought to confer 
on this Court jurisdiction of tin action which it otherwise 
would not have. 


COUNT XI 

I hk Rkai/iy Cj ass 1'i.aim Auaixst Rkai.itv A.vn rm: Dkkkxii- 

A NT Rl.AI.TV DlUKCTOKS roll YlOl.ATION OK Sl'.rTION 10(b) OK 
Till'. At T AM' Rl’I.K. 10b-5 I’lloM rUIATK.U I'llK.ltK.l'XDKK 

1J(. the Realty ( lass repeats ami realleges each and 
every allegation contained in paragraphs 1 through 4(b), 
a through 57 and 70 through SJ as if set forth in full herein. 
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ll N . From on or about March 1, 1 ?'(»!» to 1!>74, Realty 
nml tin Defendant Realty Directors, directly ami indirectly, 
singly and in concert, aiding and abetting each other, by use 
of the means and instrumentalities of interstate commerce 
and of the mails, employed devices, schemes and artifices to 
defraud, made untrue statements of material facts, and 
omitted to state material facts necessary to make state¬ 
ments made not misleading and engaged in acts, practices 
and a course of business which o|M*raied as a fraud and 
deceit upon certain persons in connection with the pur- 
chasi and sale of Realty securities, all in violation of Sec¬ 
tion lil(h) of the Act and Rule Itib-o promulgated there¬ 
under. 

1 2!h H\ virtue of the foregoing, the Realty Class nas 
been damaged. 

COI XT XII 

Tin. RTai.ty Class Claim Aoainst Rkai.ty and tiik Dkfknk- 
ant Rkai.ty I)nu:< Tons con \’ioi„\tion or Suction 12(a) or 
thk Act anii Rvi.k Ida-1 1’KOMn.c.ATr.n Thkiiki’niikh 

1 *10. The Realty Class repeats and realleges each and 
every allegation contained in paragraphs 127 and 12S as if 
set forth in full herein. 

1.11. Realty’s Financial reports for the fiscal years end¬ 
ing March dl, 1071. IH72 and Ut7d contained, among other 
things, reports of earnings which were false and misleading 
and also report transactions as hona fide, arms-length 
transactions which were in fact sham transactions which 
took place between Realty and its afliliates. nominees and 
other related entities as described in Counts I and V. 

K12. Reports including said misleading statements 
which have been filed with the SEC are Realty’s annual 
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report* on Korin 10-K for it* li*eal year* ended March 31, 
l!>71. 1073 and 1073. 

133. liy reason of the foregoing. Realty and the Oetend- 
ant Realty iOrectors have v iolated and aided and abetted 
violations of Neetm.' 13(a) of the Act and Rule 13a 1 there¬ 
under, all to the damage of the Realty Class. 

c or xt xiii 

Tm. Riu/rv Class Claim Ai.ai.ssi Rkai.ia, K,vi:ks, O'Toolk 
an i » Ka i:i* mu! Viola rmx ok Si.ermx 10(h) ok tiii. Act anii 
Rri.i, 1011-5 1’noM ri.(i.vri:n TtiLiu'.i’.\m.i! 

1 "14. The Realty Class repeat* and realleges each and 
every allegation contained in paragraphs I through 3, 4(b), 
5 through 34, 4! through 45 as if set forth in full herein. 

133. Kroni on or about December 1, IM7I through 1074, 
Itealty. KiVers, O'Toole and Karp directly and indirectly, 
singly and ill concert and aiding and abetting each other, 
by use and means and instrumentalities of interstate com¬ 
merce and of the mails, employed devices, schemes and 
artifices to defraud, made untrue statements of material 
facts, and omitted to state material facts necessary to make 
the statements ‘made not misleading and engaged in acts, 
practices and a course of business which operated as a 
fraud and deceit upon certain persons in connection with 
the purchase and sale of Realty securities all in violation 
of Section 10(b) of the Act and Rule K>b-5 promulgated 
t hereunder. 

130. The Realty ('lass repeats and realleges each and 
every allegation contained in paragraphs 105 through 113 
as if set forth in full herein. 

137. Ry virtue of the foregoing, the Realty Class was 
damaged. 
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COUNT XIV 

Thk. Ukai.ta Class Claim Auainst Kkai.ty and the 
Bkkk.nda.nt Ukai.ta Directors kok Violation ok Section 
10(h) OK THK Act AND IJlI.K. It III-.") I’ko.MUJjUATKO THERK- 
V NDK.lt 


US. Tin* Realty Class repeats and realleges each and 
every allegation contained in paragraph 127 as f set forth 
in full herein. 

U9. From on nr about January 1. 1970 to 1974, Realty 
and the Defendant Realty Directors, individually and in¬ 
directly, singly and in concert and aiding and abetting each 
other, by use of the means and instrumentalities of inter¬ 
state commerce and of the mails, employed devices, schemes 
and artifices to defraud, made untrue statements of ma¬ 
terial facts, and omitted to state material facts necessary 
to make the statements made not misleading and engaged 
in acts, practices and a course of business which operated 
as a fraud and deceit upon certain persons in connection 
with the purchase and sale of securities of Realty, all in 
violation of Section 10(b) of the Act and Rule 1.0b-5 pro¬ 
mulgated thereunder. 

140. On August 1, 1970, a dividend of (l- 1 ., cents per 
share was payable on Realty's common shares. 

141. On July .‘>1, 1970, Karp ordered $200,000 of funds 
of Avionics Investing Corporation (“Avionics”), a small 
business investing company, wholly-owned by Realty trans¬ 
ferred from Avionics’ hank account in New Jersey to 
Realty's account at Bankers Trust in New York. 

142. The funds transferred from Avionics were used to 
pay a dividend to Realty's common shareholders on August 
1, 1970 which dividend was paid at the rate of H-t , cents 
per share and aggregated $196,152.90. 
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143. Relaty [sic] did not disclose tliat it was able to pay 
its dividend on August 1. 11)70. only through the means of 
an illegal diversion of funds from a small business invest¬ 
ment company, By declaring and paying such dividends 
through the means described herein. Realty perpetrated tin* 
illusion that it was in relatively sound financial condition 
when in fact the company was in dire financial straits. 

144. On He tember 30. 15»70 Realty repaid $200,000 to 
Avionics, with cash proceeds from the $12,000,000 MXR 
loan to Realty in Septembei of 1070 which had been 
arranged by Republic as described in paragraph 3s. 

143. The Defendant Realty Directors have participated 
in the aforesaid scheme and fraudulent course of conduct 
in the execution of their respective offices at Realty. 

140. B\ virtue of the foregoing, the Realty Class has 
been damaged. 

COCXT XV 

Tm; Ki.ai/. v Class Claim Acaixst Republic, this Befen- 
ha.xt Ri.eriu.ii Dikectoks a\h I’.M.M fou Yioijition c Sec- 
i ion 10(b) or tiii. Act axii Rule 10h-3 Promulgated theuk- 

UNDElt. 


147. The Realty Class repeats and realleges each and 
every allegation contained in paragraphs 1 through 3. 4(b). 
f> through 30, 30 and 00, 03 through 00 and 70 through S2 as 
if set forth in full herein. 

14S. By virtue of the foregoing, Republic, the Defen¬ 
dant Republic Directors and l’.M.M directly and indirectly, 
singly and in concert and aiding and abetting each other, 
by the use of the means and instrumentalities of interstate 
commerce and of the mails, employed devices, schemes and 
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artifice.* to defraud, made untrue statements of material 
facts, and omitted to state material facts necessary t< make 
tlie statements made not misleading, and engaged in acts, 
practices and a course of business which operated as a fraud 
and deceit upon certain persons in connection with the pur¬ 
chase and sale of securities of Realty, all in violation of 
Section 10(b) of the Act and Rule l()b-f> promulgated there¬ 
under. 

140. I’y virtue of the foregoing, the Realty t'lass has 
been damaged. 

COUN T XVI 

Tm: Rkai.tv Class Claim Alainst WFB and Rkalty kor 
Vioi„\tion ok Suction 10(h) of thk Act and Rulk 10b-f) 
1*110M rLOATKIi I 11 LRU' NI il'.IL 


1 fit). The Realty Class repeats and realleges each and 
every allegation contained in paragraphs 1 through 4(h), 
o through n(i. 7l> through ^2, So through Of] and 127 through 
14H as if set forth in full herein. 

151. By virtue of the foregoing, Realty and WFB 
directly and indirectly, singly and in concert aiding and 
abetting each other, by use of the means and instrumentali¬ 
ties of interstate commerce and of the mails, employed 
devices, schemes and artifices to defraud, made untrue 
statements of material facts, and omitted to state material 
facts necessary to make the statem f made not mislead¬ 
ing. and engaged in acts, practices ai ^ u course of business 
which operated as a fraud and deceit upon certain persons 
in connection with the purchase and sale of securities, 
including those of Realty in violation of Section 10(b) of 
the Act and Rule 10h-5 promulgated thereunder. 
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17)2. By virtue of tlio foregoing, the Realty Class has 
been damaged. 

COUNT XVII 

The Realty Class < 'laim against Amex for violation of 
Section 10(h) of the Act and Rule 10b-5 promulgated 

THEREUNDER 


153. The Realty Class repeats and realleges each and 
every allegation contained in paragraph 150 as if set forth 
in full herein. 

154. The securities of Realty were listed and traded on 
the Amex until on or about September 26, 1973. The Realty 
Class purchased such securities because of the flexibility, 
liquidity and reliability of securities listed and traded on 
the Amex as propounded by it to the public. 

155. After failing to take action for a considerable 
period of time, the Amex conducted an extensive investiga¬ 
tion of Realty during which it ascertained and came into 
possession of many or all the facts herein alleged. 

156. Notwithstanding such information, die Amex with¬ 
hold and omitted to disclose to the Rea'*y Class and to the 
investing public the facts which Amex had ascertained, 
despite its duty to oversee such full disclosure. 

157. By virtue of the foregoing, the Amex and Realty 
directly and indirectly, singly and in concert and aiding 
and abetting each other, by use of the means and instru¬ 
mentalities of interstate commerce and of the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading and engaged in acts, practices and a course of 
conduct which operated as a fraud and deceit upon certain 
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persons in connection with the purchase and sale of securi¬ 
ties of Realty all in violation of Section 10(b) of the Act 
and Rule 10b-5 promulgated thereunder. 

1;>8. By virtue of the foregoing, the Realty Class was 
damaged. 

count xvm 

Thk Republic Class Claim against Amex for violation 
of Section 10(b) of the Act and Rule 10e-5 promui .ated 

THEREUNDER 


159. The Republic Class repeats and realleges each and 
every allegation contained in paragraphs 1 through 3, 4(u ) 
.) through 37, 70 through SP and 131. 132. 135. 105 through 
ll.i and 140 through 14-> as it set forth in full herein. 

100. The securities of Realty were listed and traded on 
the Amex until on or about September 26, 1973. The 
Republic ('lass purchased Republic securities inter alia 
because Republic’s investment in Realty and because of the 
flexibility, liquidity and reliability of securities listed and 
traded on the Amex as propounded by the Amex to the 
investing public. 

101. After failing to take action for a considerable 
period of time, the Amex conducted an extensive investiga¬ 
tion of Realty during which if ascertained and came into 
possession of many or all the facts herein alleged. 

162. Notwithstanding such information, the Amex with¬ 
held and omitted to disclose to the Republic Class and to 
the investing public the facts which Amex had ascertained, 
despite its duty to oversee such full disclosure. 

103. By virtue of the foregoing, the Amex and,Realtv, 
directly and indirectly, singly and in concert ar.J aiding 
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and abetting each other, by use of the means and instru¬ 
mentalities of interstate commerce and of the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading and engaged in acts, practices and a course of 
conduct which operated as a fraud and deceit upon certain 
persons in connection with the purchase and sale of securi¬ 
ties of Republic all in violation of Section 10(b) of the Act 
and Rule 10b-fj promulgated thereunder. 

104. By virtue of the foregoing, the Republic ('lass was 
damaged. 

cm ’xt \ix 

I'm-. Rr.Af.Tv Ci. ass claim miainst A nukiiskn, KIIF \\i> 
(IlSANT Kill! VIOLATION OK Sl.CTION 10(b) OK Till' \<T Wl> Rt’LK 
lOb-fi lUIOMCLOATKIi TilKltl.l’XIH'.II 


1 Ob. The Realty Class repeats and realleges each and 
every allegation contained in paragraph lhO. 

Hit!. In December. 1H70 Republic terminated Andersen’s 
engagement as its auditor. 

107. Andersen violated a duty to disclose to the general 
public and the responsible agencies and to those interested 
in the welfare of Republic the problems and cim.istances 
of the Realty-Republic transactions. 

10^. By virtue of the foregoing. Republic and Andersen, 
directly and indirectly, singly and in concert and aiding 
and abetting each other, by use, means and the instru¬ 
mentalities of nterstnte commerce and the mails, employed 
devices, schemes ami artifices to defraud, made untrue 
statements of material facts, and omitted to state facts 
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necessary to make tin* statements made not misleading and 
eiigagi 1 ni acts, practices and a course of haziness wliieli 
operated as a h and and deceit ii]ton persons in connection 
"'i f li tin- purchase and sale of securities of Realty, in viola¬ 
tion ot Section 10(h) of the Act and Rule 1()b-f> promul¬ 
gated thereunder. 

Id!), (irant and KHF were the independent auditors for 
Realty during certain relevant portions of the periods 
above described, finch discovered and knew of certain of 
the material problems between Republic and Realty. (Irant 
ami KHF informed Realty of the fact that the financial 
statements of Realty and of First National would not he 
unqualified, and both firms were replaced as auditors for 
Realty. Notwithstanding such replacement, both firms 
failed in their obligations to the public and to the SKC to 
I ully disclose such tacts and to alert responsible authorities 
thereto. Instead, each firm withheld the facts thereof in 
order to benefit itself by not involving itself. 

Id). I5y virtue of the foregoing, (Irant. KHF and 
Realty, directly and indirectly, singly and in concert and 
a 'ini' and abetting each other by use of the means and 
instrumentalities of interstate commerce and the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, omitted to state facts 
necessary to make the statements made not misleading, and 
engaged in acts, practices and a course of business which 
operated as a fraud and deceit upon persons in connection 
with the purchase and sale ot securities of Realty, in viola¬ 
tion of Section 10(b) of the Act and Rule I Oh-5 promul¬ 
gated thereunder. 

171. My virtue of the foregoing, the licalt' Class was 
damaged. 
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cor xt xx 

ThK HkAI.TV ('[.ASS CLAIM AOA1NST SFCCRITY FOR VIOLATION 
OF Sf.CTION 10(1)) AM) Hri.K 101)-") FROMUI/SATED THFRFUXDF.U 

17li. Tin* Realm Class repeats ami realleges cadi ami 
every allegation contained in paragraphs 1 through 7>, 4(h). 
.") through 7)0, 7 V tlirotiirli v ' - _ > and !•!' through ltd as it' set 
forth in fall herein. 

177*. My virtue of the foregoing, Security. Realty and 
Republic have directly and indirectly, singly ami in concert 
and aiding ami abetting, eadi other, by use of the moans 
ami instrumentalities of interstate commerce and of the 
mails, employed devices, scheme? and ar' .Ices to defraud, 
made untrue statements of material facts, and omitted to 
state* material facts necessan to make the statements made 
not misleading, and engaged in acts, practices and a course 
of conduct which operated as a fraud and deceit upon cer¬ 
tain persons in connection with the purchase and sale of 
securities of Realty, all in violation of section 10(b) of tin* 
Act and Rule 10l>-7> promultrated thereunder. 

174. My virtue of the forejroin.tr the Realty Class has 
been damaged. 


Cor.XT X XI 

Thf. Rkai.tv df.iuvativk claim aoainst Rkfciilic, Tin; 

DKFKNDANT RfIH’IILIC DIRFCTORS. THF. DF.FKNDA XT RKALTY 

m rectors, PMM. WFM, Axdfrsi x. ({rant. KIIF. VMFX. 
SfCVRITY. KvF.RS AM) O’ToOLF 

177). Asarian repeats and roallejres each and every alle- 
jration contained in paragraphs 1 through 4(g) and 5 
through .'!4 as if set forth in full herein. 
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17(>. Since September 1!>70, Republic, the Defendant 
Republic Directors, the Defendant Realty Directors, RMM, 
WFB, Andersen, (Jrant, KHF, Security, Kvers and O’Toole 
(tlie '‘Realty Derivative Defendants”), directly and indi¬ 
rectly singly ami in concert, and aiding and abetting each 
other, by the use of the means and instrumentalities of 
interstate commerce and of the mails, employed devices, 
schemes ami artifices to defraud, made untrue statements 
of material facts, and omitted to state material,facts neces¬ 
sary to make their statements made, not misleading, and 
engaged in acts, practices and a course of business which 
operated a fraud ami deceit upon persons in connection 
with their purchase and sale of securities, in violation of 
Section 10(b) of the Act and of Section lOb-o thereunder. 

177. In September 1070. the liquidity and cash tlow 
problems of ltealty became acute. Realty was unable to 
meet current obligations. Republic requested MX I! to loan 
funds to Realty, (in September Ri. 1070. MXB so loaned 
$1 l! million at 10 r , interest, with an irrevocable take-out 
commitment by Republic. Republic agreed to purchase on 
March I7>, 1071 7>O r 7 participation in the balance then owing, 
and on September lb. 107'J to purchase the balance. 

17S. Approximately half the proceeds of the MNR loan 
was paid to Republic as follows: 

(a) $4.(!J0,ri(i2.b0 to repurchase, at par plus accrued 
interest. $4.b million face amount of Realty 7 ! L . r ?- notes: 

(b) $4S 1 .bOtI to repurchase from Republic such face 
amount of Realty's (if?- debentures; 

(e) Realty loaned its affiliate, ifl million which then pur 
chased from Republic $1 million face amount of fi'T delicti 
lures then worth far less than face amount. 
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Id*. On October .">0, 1070. tin* Committee on Valuation of 
Securities of the National Association of Insurance Com¬ 
missioners recommended to Republic that Realty debentures 
be valued at zero for Republic statement purposes at 
December ,'!l, I!>70. (In November (>. 1070. Andersen as 
Republic's auditors, advised Republic that its audit of 
Republic's 1070 financial statement would be qualified 
because of the Realtv transactions. Andersen advised that 
it bad obtained knowledge of the condition of Realty and 
Realtv faced collapse but for the Republic financing. 

ISO. In December 1 f>70. Republic terminated Andersen's 
engagement. In Cebruarv 1071. Republic's financial state¬ 
ments for calendar year 1070 were signed by Stanley. 
Republic's actuary, and not certified by independent public 
accountants. In I'Ybruarv I?>7lJ, I’.MM issued unqualified 
opinions on Republic's If 170 and 1071 financial statements. 
On I) ccemher II. 1070. Republic mailed its prow statement 
including financial statements of Republic for nine months 
ended September DO, 1070. Such statements were false and 
misleading in that they contained no disclosure of Republic 
divestments in Realty and Realty's dangerous financial con¬ 
dition. designed to avoid disclosure of Realty's condition 
and Republic's involvement therein, and in that the sub¬ 
stance. nature and materiality of the Republic-Realty prob¬ 
lems were not disclosed. 

I'd. Andersen. I’MM and Republic violated a duty to 
disclose to the general public and the responsible agencies 
and to those interested in the welfare of Realtv. the prob¬ 
lems and circumstances of the Realty-Republic transactions. 

1^2. In December 1!>7<>. prior to the dose of Republic's 
fiscal year. Republic and Realty entered into a $'Jo.7 million 
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tiansaction to restructure Realty’s debt to Republic and 
pay olT Realty's loan from MXI», for the prime purpose of 
eliminating the take-out commitment. Such transaction is 
described in paragraph .'>!) which is incorporated herein. 
The net benefit to Republic was that it removed from its 
books the remaining unsecured Realty securities it held, 
without losses, it was not liable on a take-out commitment to 
Mercantile, then* were no defaults to Republic on 
mortgages. 

IS.'!. At the close of its 1!»7U fiscal year. Republic’s 
investment in Realty was $.*>(> million ol Republic s $'J77 
million total assets. Realtx had a loss ot $!•>.(i million in 
its liscal year ending March ,‘M, 11171. 

1 <4. For Renit> to remain current on its obligations to 
Republic and to protect Republic, and further hide Realty 
problems, a further plan and scheme was conceived as 
described in paragraphs 41 through 4!> which are incor¬ 
porated herein. 

|s.y In October 11*71, Republic loaned a Realty atliliate 
$li million secured by non-recourse debentures ot the affili¬ 
ate. The money was paid to Realty which paid it over to 
Republic. 

1 S< i. Republic and the other Realty Derivative Defend¬ 
ants caused Realty to enter into numerous transactions with 
Republic iu which Realtv was utilized as a tunnel and a cor. 
duit for Republic to create business activ ity and financial 
transactions on its books and records. 11’.esc other trans¬ 
actions included the use of shell dummy corporate affiliates 
of Realty, the purchase of tracts of raw land, the purchase 
and leasing of industrial property previously owned by 
Realty, shopping centers, notes and mortgages, and other 
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similar financial schemes. The purpose of the Realty 
Derivative Defendants was first, to benefit Republic at the 
expense of Realty in permitting Republic to claim on its 
own books and records and in its published reports to its 
shareholders and to affected governmental jurisdictions, 
that Republic was engaged in substantial real estate and 
financial transactions of profit to Republic and; secondly, 
to permit Republic to hide and cover up from its share¬ 
holders and governmental authorities the fact that its 
initial financial transaction with Realty were improper and 
in jeopardy, thus requiring sizable financial reserves on the 
books of Republic w hich Republic had failed to set aside. 

187. While Republic was recording interest on its 
Realty debt as income, it was making new loans to Realty 
to prevent disclosure of Realty’s financial problems. The 
Defendant Republic Directors participated in the scheme 
and continuous course of conduct individually and as offi¬ 
cers of Republic and they knew of the f.;cts thereof. Since 
on or about January 1, 1970, (lie Defendant Republic 
Directors and each of them, directly and indirectly, singly 
and in concert and aiding and abetting each other, by use 
of the means and instrumentalities of interstate commerce 
and of the mails, employed devices, schemes and artitices to 
defraud, made untrue statements of material facts, and 
omitted to state material facts necessary to make tin* state¬ 
ments made, not misleading and they engaged in acts, prac¬ 
tices and a course of business which op -rated as a fraud 
and deceit upon certain persons in eonne< tion with the pur¬ 
chase and sale of securities of Realty and certain of its 
affiliates, in violation of Section 10(b) of the Act and Rule 
10b-5 thereunder. 

188. As a part of said plan and scheme, PMM issued an 
audit report, and unqualified opinion on the financial state- 
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merits of Republic for 11)70, 1071 and 1072, when it knew 
tliat sucli statements were materially false and misleading 
in the respects alleged herein. Prior to issuing its reports 
and opinions, PMM reviewed Andersen communications 
with Republic. 

189. The defendants caused Realty to engage in and 
report transactions in their 1971, 1972 and 1978 state¬ 
ments, as bona title anus-length transactions, whereas such 
transactions were part of a fraudulent scheme which had 
as its purpose the maintenance of an appearance that 
Realty was a viable entity and being benefited by the trans¬ 
actions and to report the proceeds from Republic loans, 
when in fact the proceeds were immediately paid back to 
Republic from Realty as its conduit. 

190. In August, Realty was indebted to Royal for 
$8,350,189 which amount was beyond the legal limit per¬ 
mitted to Royal. To benefit Royal and Republic and decep¬ 
tively create the appearance of removal of such debt, the 
Realty Derivative Defendants planned and executed a 
transaction on August 5, 1971 by which Republic loaned 
Realty $8 million which Realty paid to Royal. Royal pur¬ 
chased from Realty for $2 million a mortgage on premises 
in North Cnrolin; . Republic agreed to repurchase it from 
Royal on or before August 1. 1972 at par plus accrued 
interest. Simultaneously, Royal loaned $8,350,139 to a 
Realty affiliate knowing it would be transferred to Realty. 

191. KHF and Grant were independent . uditors for 
Realty. They had knowledge of the facts herein alleged. 
Nevertheless and disregarding their duty to disclose and 
knowing that the public would rely upon the expertise and 
the duty of disclosure of an independent certified auditor, 
Grant and KTTF joined the conspiracy and aided and 
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abetted other defendants in the plan and scheme and failed 
and refused to develop the facts herein i'bgi d and disclose 
them to the public and agencies involved ,iile knowing 
that their said conduct would damage Rea : 

192. WFB audited Realty financial statements for years 
ending March .‘>1, 1971, 1972 and 1973 and issued qualified 
opinions on such statements for 1971 and 1972 and dis¬ 
claimed opinion for 1973. WFB was the third auditor to 
begin an audit of Realty financial statements for 1971 and 
1972 and had been put on notice by consultation with its 
predecessor. Berden, that the difficulty in completing the 
audit was inability to satisfy by ordinary auditing proced¬ 
ures, the nature and character of Realty and Republic 
transactions. WFB was aware that Borden's engagement 
was terminated by Realty when it required examination of 
books and records of Republic, prior to completion of a 
report for Realty. 

193. WFB permitted its reports and opinions to accom¬ 
pany Realty statements for 1971 and 1972 despite such 
knowledge and also knowing the statements to be materi¬ 
ally false and misleading and that certain transactions 
described by the defendants as a rip's length, were not so 
ami were involved in the fraudulent plan and scheme and 
contained among other things, earnings which were false 
and misleading. 

194. As a condition to entering into certain transac¬ 
tions on December 22, 1971, Republic requested Realty 
to supply M.A.I. appraisals reflecting values which would 
.justify the size of the mortgages. On December 14. 1971, 
Karp contracted with Evers for a $35,000 fee, to supply 
such appraisals. Evers engaged, in turn, O'Toole to do 
the appraising, paying O’Toole $12,500. Evers and O’Toole 
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knew that their appraisal values would be falsely mcreaoua 
as required bv the other defendants. The appraisals were 
backdated to December 1!?, 1D71. O’Toole did not visit the 
properties. The appraisals were inflated and ignored con¬ 
temporaneous purchase prices of the same and comparable 
properties. On December 17, 1071, Republic approved the 
mortgages or purchases of such properties, knowing of the 
facts alleged. 

19,). On August 1, 1970, a ‘dividend of 0*4 cents per 
share \, ns payable on Realty common shares. On July 31, 
1970, Karp ordered $200,000 of cash from a Realty sub¬ 
sidiary, transferred to a Realty account at Bankers Trust 
Company to pay the dividend. Karp had not disclosed the 
inability ol Realty to pay the dividend except by means of 
such diversion of funds. By so declaring and paying such 
dividend, the Defendant Realty Directors perpetuated the 
plan and scheme of non-disclosure and misrepresentation. 
On September 30, 1970 Realty repaid the $200,000 to its 
subsidiary from a $12 million loan made to Realty from 
MNB. 

196. On June 15, 1972, the United States District Court 
lor the District of Columbia, in SEC v. Realty Equities 
Corporation of New York, C.A. No. 2544-71, in an Order of 
Final Judgment of Permanent Injunction against Realty, 
directed: 

“1. That defendant shall file with the plaintiff 
Securities and Exchange Commission, and duplicate 
originals with the American Stock Exchange, an an¬ 
nual report on Form 10-K for its fiscal year ended 
Mart h 31, 19<2, by July 20, 1972; and 

“2. That defendant bo and hereby is permanent¬ 
ly enjoined and restrained from failing subsequent 
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to July 20, 1072, to file with tin* plaintiff Securities 
and Exchange Commission, and duplicate original 
with the American Stock Exchange, timely and ac¬ 
curate periodic reports on Forms 10-K, 9-K and 10-Q, 
or any other forms, in contravention of Section 13(a) 
of the Securities Exchange Act of 1034, 15 F.S.C’. 
7Sm(a), and the rules and regulations thereunder.” 

The Realty Derivative Defendants have caused Realty to 
foil to obey said order. 

197. Fntil September 2(i, 1073, the securities of Realty 
were listed and traded on the Amox. The Securities of 
Realty were purchased because of the liquidity, full dis¬ 
closure and responsibility involved in securities traded on 
the Amex. After inaction by Amox despite its knowledge 
of the allegations herein, Amex investigated Realty. De¬ 
spite the aforesaid, Amex delisted the securities of Realty. 
Amex failed to disclose to the public the facts it had ascer¬ 
tained. Amex breached its duty to Realty and the invest¬ 
ing public of full disclosure and protection and Amex thus 
caused further damage to Realty. 

198. Tie actions of all the Ren.ly Derivative Defendants, 
excepting .\mex, were completed in a deliberate, wanton 
and reckless manner, without regard for the interests of 
the investing public, and as part of the broad plan and 
scheme to benefit each of them in his or its own manner. 

199. As a result of the actions of the Realty Derivative 
Defendants, numerous actions in courts of law were com¬ 
menced against Realty and other of the defendants herein 
for damages caused to securities holders of Realty and to 
securities holders of Republic. Such action by the SEC 
and the actions in various jurisdictions have and will cans" 
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substantial damage to Realty by way of financial loss and 
by way of damage to its reputation and ability to properly 
function in the commercial market. 

-00(a). Demand upon the directors of Realty to bring 
this action would be futile because tin* directors of Realty 
are themselves wrongdoers or aiders and abettors of the 
wrongdoing. They have long 1 Mown of the violations al¬ 
leged and have taken no action despite the commencement 
of tin* action by tin* SEC and of the private representative 
actions. If the directors were to have commenced this ac¬ 
tion, they would be required to sue themselves or some of 
them and to sue companies and individuals with whom they 
have close affiliation. The result would be that the lawsuit 
would be in the hands of persons rot truly interested in 
benefit and welfare of Realty. 

(b) Demand upon the shareholders of Realty to bring 
this action is unnecessary and will be futile because: 

(i) the wrongs constitute violations of law and 
cannot be ratified by the shareholders: 

(ii) the wrongs constitute gross abuse of trust and 
willful conversion and could be ratified only by un¬ 
animous action: 

(iiij management of Realty is in the directors and 
u not in the shareholders: 

(iv) a resolution by shareholders to bring such ac¬ 
tion would lie futile since it would place control in 
the wrongdoers: 

(v) demand would place an unconscionable burden 
on Azarian in soliciting proxies; 

(vi) demand would cause undue delay, be pre¬ 
judicial and create a danger of barring claims by a 
defense of the Statute of Limitations and laches; and 
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(vii) the shareholders arc too numerous to bring 
them all before this Court. 

201. This action is not a collusive brought to confer on 
this Court’s jurisdiction which it otherwise would not have. 

COUNT XXII 

The Pacific Class Claim Against Realty. Republic, the 
Defendant Realty Dihectoks and the Defendant Repub¬ 
lic I ) I It Et TORS FOB VIOLATION OF SECTION 14 OF THE A('T AND 

Regulation 1 4a-9 imiom floated theueundeh 

202. I’he Pacific Class repeats and realleges each and 
'•'cry allegation contained in paragraphs I through !!, 4(c), 
and •’> through .Idas if set forth in full herein. 

20d. (In or about December 11, 1070. Republic mailed a 
proxy statement to its shareholders seeking authorization 
to issue l.400,.'!02 shares of Republic stock for all of the 
outstanding shares of Pacific with the knowledge that such 
proxy statement would be disseminated to the investing 
public, including the shareholders of Pacific. Such proxy 
statement included financial statements of Republic for the 
1000 calendar year, as well as for tin* nine month period 
ended September 20, 1070. 

204. On or about December 11, 1970, the Pacific Proxy 
Statement was mailed for the proposed merger to Pacific 
shareholders. Such proxy statement included financial 
statements ot Republic for the 1000 calendar year, which 
statements have been provided to the officers and directors 
of Pacific bv Republic with the knowledge and intent that 
such financial statements would be included in the Pacific 
Proxy Statement. 





Amended Consolidated Complaint 

20;"). Republic* knew, ;r on tin* exercise of reasonable 
diligence should have known, that the financial statements 
at the time and in the light of the circumstances under 
which they were made, were false and misleading with 
respect to material facts, or omitted to state* material facts 
necessary in order to make the statements contained in 
such financial statements not false or misleading. 

20(1. The proxy statements omitted to disclose the nature 
ami scope of Republic’s investments in Realty. In addi¬ 
tion, the proxy statements omitted to disclose Realty’s 
financial distress which Republic and the Defendant Repub¬ 
lic Directors knew would, in all likelihood, result in sub¬ 
stantial losses to Republic by virtue of Republic’s substan¬ 
tial investment in Realty securities and in mortgages or 
properties owned or controlled by Realty. 

1207. Shareholder approval for the proposed merger of 
Pacific with and into Republic was ol ,aim'd as a result of 
the foregoing false and misleading proxy statements. The 
merger of Pacific into Republic was consummated follow¬ 
ing such approval. 

20S. I’y reason of the foregoing, the Pacific Class is 
entitled to rescission of the merger agreement and damages. 

COUNT XXTIT 

The Pacific Class Claim Aoaixst Realty, Realty [sic], 
the Defendant Realty Diuectoiis and the Defendant 
Reitiu.ic Diukctous fok Violation of Section 10(b) of the 
Act and Rci.k lOb-ii 

200. The Pacific Class repeats and realleges each and 
every allegation contained in paragraphs 202 through 20S 
as if set forth in full herein. 
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210. As hereinabove set forth. Realty. Republic, the 
Defendant Realty Directors and the Defendant Republic 
Directors directly and indirectly, singly and in concert and 
aiding and abetting each other, by use of the means and 
instrumentalities of interstate commerce and of the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading, and engaged in acts, practices and a course of 
business which operated as a fraud and deed upon the 
Pacific ('lass in connection with the purchase and sale of 
securities of Pacific and Republic, in violation of Section 
10(b) of the Act and Rule Klh-o promulgated thereunder. 

-11. By reason of the foregoing. the Pacific ('lass is 
entitled to rescission of the merger agreement and damages. 


COUNT XXIV 

Tin: P\< ikic Claim Ac.ainst Ri:ai,ty, Republic, the 
Defendant Realty Directors axd the Defendant Repub¬ 
lic Directors for Breach of Contract 


212. The Pacific Class repeats and realleges each and 
every allegation contained in paragraph 209 as if set forth 
in full herein. 

213. Tn or about December, 1970, Republic and Pacific 
entered into an Agreement of Merger (the “Agreement”). 

214. Pursuant to the Agreement and the shareholder 
vote which was achieved as a result of the solicitation of 
proxies as hereinabove described, Pacific was merged into 
Republic and ceased its corporate existence on or about 
January 1, 1971. 





101 a 


Amended Consolidated Complaint 

215. Article IV of the Agreement provided in pertinent 
part as follows: 

“(g) Republic warrants and agrees with Pacific 
as to Republic and Pacific warrants with Republic 
as to Pacific that: 

• • • 

2. The Balance Sheet of the corporation [Repub¬ 
lic] at December 31, 1909 and the accompanying 
Statement of Income for the 12 months then ended, 
copies of which have been previously furnished, fully 
set forth the condition of the corporation at such 
date and the results of its operations for the 12 
month period then ended, in conformity with gener¬ 
ally accepted accounting principles. Said Balance 
Sheet reflects all known claims against, and debts and 
liabilities of, the corporation, fixed or contingent, as 
of the date thereof. All tax liability for the current 
and any prior years has been paid in full or ade¬ 
quately provided for. except as noted therein, and 
since such date, there has been no material adverse 
change in the assets or liabilities or in the financial 
condition or business of the corporation.” 

216. Republic breached the aforesaid provision of the 
Agreement, in that its balance sheet at December 31, 1969 
and in its accompanying statement of income for the same 
period, misrepresented the condition of Republic and 
further did not disclose that during 1970 and prior to the 
execution of the Agreement there were material adverse 
changes in the financial condition of Republic. 

217. The Pacific Class is the third party beneficiary 
under the aforesaid Agreement. 


a 
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218. By virtue of Pacific’s non-existence under the cir¬ 
cumstances hereinabove described. Pacific’s corporate right 
to sue lias developed upon its shareholders at the time of 
the merger, such shareholders comprising the Pacific Class. 

219. By virtue of the foregoing, Realty, Republic, the 
Defendant Realty Directors and the Defendant Republic 
Directors are liable to the Pacific Class for damages. 

COUNT XXV 

Thk Mercantile Class Claim Auainst Realty. Repum.ii-, 
the Defendant Realty Directors and the Defendant 
Repcp.i.u ■ Directors for Violation of Section 10(b) of the 
Act and Rkoi'lation lOh-fi Prom floated Thf.iiecnder 


220. The Mercantile Class repeats and realleges each 
and every allegation contained in paragraphs 1 through 3, 
4(e) and 5 through 56 as if set forth in full herein. 

221. On or about March 12, 1971, the Mercantile Proxy 
Statement was mailed to Mercantile shareholders in con¬ 
nection with the proposed merger of Mercantile into 
Republic. Such proxy statement included financial state¬ 
ments of Republic for the 1969 and 1970 calendar years, 
which statements were provided to the officers and directors 
of Mercantile by Republic with the knowledge and intent 
that such financial statements would be included in the Mer¬ 
cantile Proxy Statement. 

222. Republic knew, or in the exercise of reasonable dili¬ 
gence should have known, that the 'mancial statements at 
the time and in the light of the circumstances under which 
they were made, were false and misleading with respect to 
material facts, or omitted to state material facts necessary 
in order to make the statements contained in such financial 
statements not false or misleading. 
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223. The financial statements omitted to disclose the 
nature and scope of Republic’s investments in Realty. In 
addition the financial statements omitted to disclose 
Realty’s financial distress which Republic and the Defend¬ 
ant Republic Directors knew would, in all likelihood, result 
in substantial losses to Republic by virtue of Republic’s 
substantial investment in Realty securities and in mort¬ 
gages on properties owned or controlled by Realty. 

224. The financial statements overstated net income of 
Republic, and did not contain adequate reserves for losses 
in connection with the investments in Realty and other 
investments, so that Republic’s assets were also overstated. 

22b. The financial statements omitted to disclose that 
such statements were unaudited and that Andersen had 
been terminated as Republic’s auditors because they 
refused to certify said financial statements. 

22fi. Shareholders approval for the proposed merger of 
Mercantile with and into Republic was obtained as a result 
of the foregoing false and misleading financial statements 
in the proxy statement. The merger of Mercantile into 
Republic was consummated following such approval. 

227. As hereinabove set forth, Realty, Republic, the 
Defendant Realty Directors and the Defendant Republic 
Directors directly and indirectly, singly and in concert and 
aiding and ab» .ting each other, by use of the means and 
instrumentalities of interstate commerce and of the mails, 
employed devices, schemes and artifices to defraud, made 
untrue statements of material facts, and omitted to state 
material facts necessary to make the statements made not 
misleading, and engaged in acts, practices and a course of 
business which operated as a fraud and deceit upon the 
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Mi -rcuutilc Class in connection with the purchase ami .'ale* 
of securities of Mercantile ami Republic, in violation of 
Section 10(h) of the Act ami Knle 1l)b-h promulgated there¬ 
under. 

■Jli''. liy reason of the foregoing, the Mercantile Class 
is entitled to rescission of the merger agreement and 
damages. 

corxT xxvi 

Tiik Mr.m antii.f. (Task Ci.aim Aoaixst 
liiUM'in.ic ron 1’itr.Acii or Contract 

220. The Mercantile Class repeats and realleges each 
and every allegation contained in paragraphs 220 through 
22N as if set forth in full herein. 

220. On or about April. 1071. Republic and Mercantile 
entered into an Agreement and Plan of Merger and Rein- 
surance (the “Merger Agreement"). 

2,‘U. Pursuant to the Merger Agreement and the share¬ 
holder vote which was achieved as a result of the solicita¬ 
tion of proxies as hereinabove described. Mercantile was 
merged into Republic and ceased its corporate existence on 
or about April 22. 1071. 

222. Article Fifth (g) (2) of the Merger Agreement 
provided, in pertinent part, that Republic warranted and 
agreed with Mercantile that the balance sheet of Republic 
as at December 01. 1070. and the accompanying statement 
of income for the 12 months then elided, previously fur¬ 
nished by Republic to Mercantile, fairly set forth the condi¬ 
tion of Republic at such date and the results of its opera¬ 
tions for the 12 month period then end< d, in conformity 
with generally accepted insurance accounting principles 
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and that said balance siieet rellected all known claims 
against, and debts and lmbilities of Republic, lixed or con¬ 
tingent, as of the date hereof. 

21 id. Republic breached the aforesaid provision of the 
.Merger Agreement in that its balance sheet as at December 
01, l!>70, and in its accompanying statement of income for 
tin* same period misrepresented the condition of the cor¬ 
poration and further did not disclose that during 11) and 
1971. and prior to the execution of the Merger Agreement, 
there were material adverse changes in the financial condi¬ 
tion of Republic. 

204. The Mercantile Class is a di rd party beneficiary 
under the aforesaid Merger Agreement. 

20.'>. I’y virtue of Mercantile’; non-existence under the 
circumstances hereinabove described. Mercantile’s corpo¬ 
rate right to sue has devolved upon its shareholders at the 
time M* the merger, such shareholders comprising the Mer¬ 
cantile Class. 

200. Tty virtue of the foregoing. Republic is liable to the 
Mercantile Class for damages. 

eorxT xxvtt 

Tttk Mf.rcwntit.k Ot.ass Ciaim Against Rkat.tv. Repubijc, 
thk Defendant Realty Directors and thf. Defendant 
Republic Diukctors for Common T.aw and Statutory Fraud 

207. The Mercantile Class repeats and realleges each 
and every allegation contai. ed in paragraphs 220 through 
22S and 200 through 200 as .f set forth in full herein. 

205. This Court has pendent jnrisdictior of the cause 
of action alleged in this Count under tin* common law of 
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tin* State of Texas and Section 27.01 of the Texas busi¬ 
ness and Commerce Code. 

2.‘!9. As hereinabove set forth, Realty, Republic, the 
Defendant Realty Directors and the Defendant Republic 
Directors directly and indirectly, singly and in concert and 
aiding and abetting each other, made false representations 
of past or existing material facts to the Mercantile Class 
for the purpose of inducing the Mercantile Class to approve 
the Merger Agreement and to enter into the purchase and 
sale of securities of Republic and Mercantile, which repre¬ 
sentations were relied upon by the Mercantile Class in 
approving the Merger Agreement and ir cornu Ron with 
said purchase and sale. 

240. Realty, Republic, the Defendant Realty Directors 
and the Defendant Republic Directors directly and 
indirectly, singly and in concert and aiding and abetting 
each other, willfully made said false representations and/or 
knowingly benefited therefrom. 

241. By virtue of the foregoing. Realty, Republic, the 
Defendant Realty Directors and the Defendant Republic 
Directors are jointly and severally liable to the Mercantile 
( lass for actual damages and for exemplarv damages up 
to an amount twice the amount of actual damages as pro¬ 
vided in Section 27.01(c) of the Texas Business and Com¬ 
merce Code. 

COUNT XXX 

I hk Debenture Class Claim Against Realty, Republic, 
the Defendant Realty Directors, and WPB for Violation 
op Section 10(b) of the Act and Rule 10b-5 Thereunder 

242. 1 he Debenture Class repeats and realleges each 
and every allegation contained in paragraphs 1 through (5, 
4(d), 5 through 50, 70 through SO and 100 through 145. 
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243. At all relevant times subseejuent to August 4, 1970 
the Debentures were traded in the over-the-counter market 
and prior thereto on the Amex. 

244. By virtue of the foregoing. Realty, Republic, the 
Defendant Realty Directors and WFB directly and 
indirectly, singly and in concert and aiding and abetting 
each other, by use of the means and instrumentalities of 
interstate commerce and of the mails, employed devices, 
schemes and artifices to defraud, made untrue statements 
of material facts, and omitted to state material facts neces¬ 
sary to make the statements made not misleading, and 
engaged in acts, practices and a course of business which 
operated as a fraud and deceit upon the Realty Debenture 
Class in connection with the purchase and sale of the Deben¬ 
tures in violation of Section 10(b) of the Act and Rule 
I Oh-.") promulgated thereunder. 

114 ."). Such acts were intended to keep from the public 
and in particular from the Debenture Class the fact that 
defaults had occurred under the terms of the Indenture 
Agreement covering the Debentures by falsely stating 
Realty’s income, revenues, sales and assets, and by making 
false and misleading statements to the public and in failing 
to give information to the public which caused the public 
statements to become false and misleading. 

—4<». In furtherance of such scheme. Realty. Republic, 
the Defendant Realty Directors, issued press releases, 
financial statements, reports and appraisals to the public 
and others which materially overstated the income, 
revenues, sales, assets and earnings of Realty. 

247. Such acts prevented the Debenture Class from 
taking action to protect its interests, all of which caused 
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substantial sums of Realty to In* dissipated ami lost so that 
there an* now insufficient assets of Realty to satisfy pay¬ 
ment of Realty’s obligations to the Debenture Class pur¬ 
suant to tin* terms of the Indenture Agreement covering the 
Debentures, all of which is to the detriment and monetary 
loss of the Debenture Class. 

24*. There is Ho adequate remedy of law. 

COI XT XXXI 

I mi Rkiu.n mu; Class Claim Aoainst Rkai.tv. Ri erni.n . 
i in. I)i.i 1 n i i.\nt Rkai.tv Dihkctoiis am> \\ KB kou Vioi^vtiox 
ok rin Tin st I n i >i: nit iu. A* i 

241*. The Debenture Class repeats and realleges each 
ami every allegation contained in paragraphs 242 through 
24* as if set forth iu full herein. 

21<l. By reason of tin* foregoing, Realty, Republic, the 
Defendant Realty Directors and \\ KB have v iolated the 
Trust Indenture Act. thus causing damages to the Deben¬ 
ture Class. 

2.11. There is no adequate remedy of law. 

cokxt xxxn 

Tim. Di:in:\TriiK Class Ciatm 

Aoainst Dim no 

2.12. The Debenture Class repeats and realleges each 
ami every allegation contained in paragraphs 242 through 
2.11 as if set forth in full herein. 

21.T Irving at all relevant times was and is the duly 
qualified and acting Successor Indenture Trustee of the 
Debentures which were registered pursuant to the prove 
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sions of tlic Securities Act, the Act an<1 the Trust Indenture 
Act and was so acting under the provisions of the Indenture 
Agreement covering the Debentures and the Trust Inden 
tore Act. 

i')4. Irving has been negligent in the performance of its 
duties and lias acted otherwise improperly under the appli¬ 
cable Indenture Agreement and Trust Indenture Act in that 
Irving failed to make and delayed in making proper inquiry 
to ascertain the true facts and in ignoring the knowledge 
concerning Realty in its possession. 

-on. In the course of its duties as Indenture Trustee, 
Irving failed to: 

(a) inform the holders of the Debentures of tile afore¬ 
said facts, and to issue reports required by it; 

tb) declare a default under the Indenture Agreement 
and to take action to protect the interests of the Debenture 
holders; 

(e) require Realty to file required reports and certifi¬ 
cates ; and 

(d) establish required special accounts. 

-•>(». By virtue of the provisions of the Trust Indenture 
Act and its actions, including, inter aha, those actions de¬ 
scribed herein, Irving acted while disqualified as the Inden¬ 
ture Trustee. 

2.)7. By virtue of the foregoing, the Debenture Class 
has been damaged. 

25S. There is no adequate remedy of law. 
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COUNT XXXI11 

The Svnercon Claim Against Realty, the Defendant 
Rkalty Directors. thk Defendant Republic Directors 
Except Williams, PMM, W FB, Evers and O'Toole for 
Violation of Section 10(h) of the Act and Rule 101 >-5 
Promulgated Thereunder; Section 20 (a) of the Act; 
and The Common Law. 


2.»0. Svnercon repeats and realleges each and every alle¬ 
gation eontained in paragraphs 1 through 4(h). a through 
od, G3 through G6, 7G through 82 and 85 through S9 as if set 
forth in full herein. 

2<i0. On August 27. 1071. Svnercon sold its wholly-owned 
subsidiary, Forrest Life Insurance Company (“Forrest 
Lite ) to Republic for K( 10,000 shares of common stock of 
Republic pursuant to the terms and conditions of an Agree¬ 
ment and Plan of Merger, Amalgamation and Reinsurance, 
dated March 15. 1071 (the “Merger Agreement”). 

-0’L I he Merger Agreement, among other things, con¬ 
tained the following representations, warranties and con¬ 
ditions : 

“2(h) Its [Republic’s] Balance Sheet at December 
•»1, CRO ond the accompanying Statement of Income 
for the twelve months then ended, copies of which 
have previously been furnished, fairly set forth the 
condition of the corporation at such date and the re¬ 
sults (d its operations lor the twelve month period 
then ended in conformity with generally accepted 
insurance accounting principles. Said Balance Sheet 
reflects all known claims against, and debts and lia¬ 
bilities of, the corporation, fixed or contingent, as of 
the date thereof; and since such date, there has been 
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no material adverse change in the assets or liabilities 
or in the financial condition or business of the cor¬ 
poration. Except as and to the extent reflected or 
reserved against in its Balance Sheet, it has no 
knowledge that it had any liabilities or obligations of 
tlx* nature customarily reflected in a corporate bal¬ 
ance sheet prepared in accordance with generally 
accepted accounting principles, including any tax 
liabilities due or to become due . . . 

• iff) Republic shall have furnished Synercon with all 
information necessary for inclusion in the proxy soli¬ 
citing material to be sent to the shareholders of 
Synercon for approval of this Agreement, and none 
of such information shall be false or misleading in 
any material respect or shall fail to state a fact 
necessary to make the statements therein not false 
or misleading in any material respect.” 

The Merger Agreement further provided that on the 
effective date of the merger (“Effective Date”), Republic 
would deliver an opinion of its Genual Counsel, the 
defendant Nash, and its certificate to the e *ct that the 
representations and warranties contained in the Merger 
Agreement were substantially true and correct on and as 
of the Effective Date. In accordance with those provi¬ 
sions, the defendant Nash, as General Counsel, delivered 
an opinion letter, dated August Hi, 11)71, which opines that 
the representations and warranties of Republic contained 
in the Merger Agreement, including those relating to 
Republic's financial statements, were true and correct in 
all material respects as of that date and that Republic had 
performed and complied with all agreements and condi¬ 
tions required by the Merger Agreement to be performed 
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or complied with by it prior to the date of merger, except 
as set forth in a certain consent and waiver agreement 
which involved a matter not relevant to the causes of 
action described herein. In addition to those documents 
required by the Merger Agreement, Republic, during the 
period between the first merger discussions in July 1070 
through the Effective Date, through the defendants 
T. Beasley. Xash and others, delivered to Synercon other 
written and oral information about its operations and 
financial condition. The merger was effected on August 
27. 1071. in strict reliance upon the information and docu¬ 
ments furnished to Synercon by Republic and its officers 
and directors and upon the representations, warranties 
and conditions included in the Merger Agreement. 

2fi2. Reiving upon the information and documents pre¬ 
sented to it by Republic and its officers and directors 
relating to Republic's operations and financial conditions, 
as well as the annual dividend which historically had been 
paid by Republic and the market price of Republic com¬ 
mon stock which reflected that information, the plaintiff 
Synercon agreed to sell its wholly-owned subsidiary 
Forrest Life, with the belief that the acquisition of the 
shares of Republic common stock would provide a sullicient 
financial has > from which to build its insurance agency 
and brokerage business through acquisitions and internal 
growth. 

2til. The financial statements omitted 'se the 

nature and scope of Republic’s investment.’ >■. .ealtv. Tn 
addition, the financial statements omitted to disclose 
Realty’s financial distress which Republic and the Defend¬ 
ant Republic, Directors knew would, in all likelihood, 
result in substantial losses to Republic by virtue of 
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Republic’s substantial investment in Realty securities and 
in mortgages on properties owned or controlled by Realty. 

264. The substance, nature, extent and materiality of 
Republic's transactions and courses of business during its 
fiscal years ended December 31, It>70, 1!>71 1072 and 1073 
with Realty, a company in grave financial difficulty during 
those years, and Republic’s potential material losses in 
connection therewith, were knowingly not disclosed by 
Republic or by its officers and directors to Synercon during 
tin* discussions and negotiations preceding the Merger 
Agreement or during the period preceding the Effective 
Date of the Forrest Life merger or at any time during 
those years after the merger. In addition. Republic failed 
to disclose to the plaintiff Synercon during that period the 
facts surrounding the termination in December 11>70 of 
Andersen’s engagement as Republic’s auditor and the con¬ 
tents of the letter described in paragraph 38(d) from 
Andersen to Republic regarding the need for complete and 
informative disclosure of the Republic-Realty transactions 
and the likelihood of the material effect of such transac¬ 
tions on Republic’s financial reports and other information 
relating to Republic’s operations, and in particular, mis¬ 
stated and misrepresented direct.y to the plaintiff Syner¬ 
con the financial condition of its investments and 
operations, as evidenced in part by the documents referred 
to in paragraph 261, and misstated generally to all share¬ 
holders, including Synercon, the amount of its assets, the 
amount of its income and the amount of reserves needed 
to adequately cover possible losses on mortgages and real 
estate, as set forth in its Annual Reports to its stock¬ 
holders for the fiscal years 1070, 1071 and 1072, copies of 
which were received and relied upon by the plaintiff 
Synercon. before and after it became a Republic stock¬ 
holder. 
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2(i5. The Defendant Republic Directors directly and 
indirectly, singly *and in concert, caused, induced, partici¬ 
pated in, aided and abetted, acquiesced in, and approved 
the aforesaid devices, schemes, and artifices to defraud, 
the misstatements and omissions of material facts, and the 
fraudulent acts, practices and courses of business described 
herein in the execution of their respective offices at 
Republic. Each of the Defendant Republic Directors con- 
' rols Republic within the meaning of Section 20(a) of the 
Act. The defendant T. Beasley, as chief executive officer 
ol Republic, is responsible and exercises a supervisory 
and review function for the conduct of all Republic’s 
allairs, including Republic's investments in Realty. 
Defendant T. Beasley also actively participated in the 
negotiation of the significant transactions between 
Republic and Realty as well as in the discussions and nego¬ 
tiations with the plaintiff Kyncrcon for the sale of Forrest 
Bile to Republic. Defendant Nash, as (Jeneral Counsel 
‘Hid later as President, bud knowledge of and negotiated 
the terms of many of the Republic-Realty transactions and 
actively participated in the discussions and negotiations 
with Synereon for the sale of Forrest Life to Republic, 
signing the opinion letter and certificate described in para¬ 
graph 261 herein. The defendants, T. Beasley, Nash, 
R. Beasley, Brady, Skelton and Smoot, were members of 
Republic's Finance Investment Committee which approved 
virtually every transaction Between Realty and Republic. 

206. The defendant P.MM directly and indirectly, singly 
and in concert, caused, participated in, aided and abetted, 
and acquiesced in the devices, schemes and artifices to 
defraud, and the misstatements and omissions of material 
facts, and the fraudulent acts, practices and courses of bus¬ 
iness described herein as more fully described in para¬ 
graphs 1 through 56 and 65 through 66 above. 
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2H7. 1 lu 1 detendants Fvers and O’Toole directly and 

indirectly, singly and in concert, participated in, aided and 
allotted, and acquiesced in the devices, schemes, and arti¬ 
fices to defraud, and the misstatements and omissions of 
material tacts and tin* fraudulent acts, practices and 
courses of business described herein as more fully described 
in paragraphs 104 through lid above. 

208. Realty anti tin* Defendant Realty Directors directly 
and indirectly, singly and in concert, participated in, aided 
and abetted, and acquiesced in tin* devices, schemes and 
artifices to defraud, and the misstatements and omissions 
of material facts, and the fraudulent acts, practices and 
courses of business described herein by inducing and caus¬ 
ing the transactions and courses of business described 
herein and by conspiring with other defendants to conceal 
the significant relationships between Realty and Republic. 

2<>9. \\ FB directly and indirectly, singly and in concert, 

participated in, aided and abetted, and acquiesced in the 
devices, schemes, and artifices to defraud, and the misstate¬ 
ments and omissions of material facts, and the fraudulent 
acts, practices and courses of business described herein as 
more fully described in paragraph 85 through 89 above. 

270. Since its acquisition of the Republic common stock, 
Synercon has been actively seeking and acquiring insurance 
agencies and brokers located in various parts of the country 
through tin* exchange of shares of Synercon common stock. 
At tin* time of the public disclosure in early 1974 of the 
previously undisclosed adverse material information relat¬ 
ing to the operations and financial condition of Republic, 
Synercon had several merger discussions and negotiations 
underway, at least one of which had proceeded to the state 
of a publicly announced agreement in principle. As a result 
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(»1 the adverse material iuformatiou relating - to Republic 
wljicli was unknown anil undisclosed prior to 15)7-4 and which 
raised questions as to the soundness of Synercon’s invest¬ 
ment in Republic, and as a result of the decline in the market 
price o| Synercon connnon stock w hich followed the disclos¬ 
ure ot the information relating to Republic, tin* acquisition 
program of Synercon is virtually at a standstill. In addi¬ 
tion, under the terms of one previously made merger agree¬ 
ment, Synercon guaranteed a purchase price of jfidO per 
Synercon share in the event that the acquired shareholders 
should so notify Synercon by April oO, 1!>74. Said share¬ 
holders have so notified Synercon, and therefore, the decline 
in market price has substantially increased the cost of that 
acquisition for Synercon. 

—~ 1 - Since its acquisition of the Republic common stock, 
Synercon, principally through its wholly-owned subsidiary 
Blair. Follin, Allen A - Walker (“HFAW") has written a 
material amount ot life insurance, annuity, and accident 
and health business for Republic. Since the disclosure of 
the Republic ini urination, the Synercon business with these 
customers and with potential customers has been substanti¬ 
ally affected. In addition to affecting the general business 
of Synercon, the adverse information relating to "Republic 
has caused large expenditures of executive and employee 
time to be diverted from normal business affairs to the 
Republic matter and has impaired the* morale and perform¬ 
ance of its executives and employees, uianv of whom are 
stockholders of Republic and Synercon. 

272. The defendant Republic maferiallv breached the 
Merger Agreement described in paragraph 2RI herein bv 
making false representations and warranties with respect 
to its financial statements for the fiscal year T>7f> and bv 
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failing to comply with the condition set forth therein with 
respect to the correctness and completeness of the informa¬ 
tion furnished Synercon in connection with its proxy 
material. 

273. My virtue of the foregoii^. Synercon has been 
damaged. 

274. Synercon has no adequate remedy at law. 

Whkrkkork, plaintiffs demand judgment against the de¬ 
fendants as follows: 

1. As to all plaintiffs except Flamm, Ferher, Asarian 
and Synercon against tlie defendants: 

(a) that this action he declared a class action pur¬ 
suant to the provisions of Wide 23 of the Federal 
Wales of Civil Procedure; 

(1>) that the defendants l>e adjudged jointly and 
severally liable to plaintiffs and other member of the 
class for compensatory damages and, in addition, 
punitive damages: and 

(cl that plaintiffs be awarded costs and reasonable 
counsels’ and experts’ fees. 

2. In addition: 

(a) as to the Mercantile Class, rescission of the 

merger of Mercantile into Republic; 

(1)) as to the Pacific Class, rescission of the merger 
of Pacific into Republic: and 

(c) as to the Debenture Class: 

(i) Realty lie declared to lx* in default of the 

Indenture Agreement (the “Agreement”) and that 
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judgment be entered against it ior the full {iiii , 'iuit 
of tin* Debenture* outstanding together with other 
Mims due tin- Debenture (.’In s pursuant to tin* 
levins of the Agreement. with interest: 

(ii) 11 1 :<t n receiver lie appointed lor Lenity; 

(iii) that defendant Irvin,”- he adjudged liable 
for compensatory and punitive damages: and 

(iv) that defendant' he enjoined from further 
violations of the Trust Indenture Act. 

As to Synercon against the defendants: 

(a) For a complete and full rescission of the merger 
of Forrest Life into Republic (and an accounting 
for all assets, property and profits of Forrest Lite 
and an accounting of all business written by Synercon 
or its subsidiaries, including I'FAW . in Republic 
which but for the merger would have been placed in 
Forrest Life) on the ground that the merger of said 
two corporations was obtained by fraud and breach 
of contract as aforesaid. 

(b) Tn the alternative, if the Court does not decree 
rescission of the merger, for compensatory damages 
in the amount of sjrJ'J.b million suffered by the plain¬ 
tiff. plus its reasonable attorneys’ fees, litigation 
expenses, court costs, and prejudgment interest on 
the compensatory damages awarded. 

(c) For punitive* damages in the amount ot $> 
million. 

(d) For general relief. 
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4. As to Flamm, Ferher ami Sussman: 

(a) that tin* defendants In* adjudged jointly and 
severally liable lor eoni|iensatory damages sustained 
by iiepuhlie and, in addition, punitive damages; and 

(h) that costs and reasonable counsels’ and 
experts* fees be awarded; and 

(e) that those defendants owning any security 
issued by Republic be enjoined from disposing, trans¬ 
ferring. selling or hypothecating such securities. 

As to Asarian: 

(a) that the defendants be adjudged jointly and 
severally liable for compensatory damages sustained 
by Realty and, in addition, punitive damages; and 

(!>) that costs and reasonable counsels’ and 
experts’ fees be awarded. 

The foregoing demands to be included with such other and 
further relief as to this Court shall appear just and 
equitable. 


K \SS, CiOODKINO. \V KCHST.ru & (!KIISTF.IN 

I >y /»/ Stuart 1). Wkchsi.kr 

A Member of the Firm 
Liaison Counsel for Plaintiffs 
122 Fast 42nd Street 
New York, New York 10017 
(212) 307-8570 
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UNITED STATES DISTRICT COURT 

Son -hern District or Xi:w York 


7+ Civil 1 (>!>7 


Securities X Ex* 11 \n<;k Commission, 


versus 


['him tiffs. 


If i.n' iii.it Nation .M. I,hi Insikwci; Company, I > kai.ty 
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Mitciiij.i. iV Company, \Yksthi iaii:i:. Fine, IV rci r & Com- 
i'axy, Morris Karp, .Ii romi: Sochiir, I’m. ouori. I*. Dkasi.i.y, 
( . J. Skklto.v, Koxai.h Ii’i v l>i asi.ia, Xorri.ro I*. Drahy, 
Piiomas 0. Xasii, J':., Samuel I’. Smart, Xi si. X. Stanley, 

Ifll.ARY II. Km.RS \\|i I’mh.IM !•’. OTooi.K, .lu.. 

Defendants. 


Before 


A ppearaxcks ; 


Xpw York. X. Y. 

September 12. 1074 10:00 n.ni. 

Don. Milton Pollack, 

District .Tmlgo. 


Theodore Altman, Esi|„ and 
Gary’ N. Suntuuk, Esq.. 

Attorneys. Securities X Excliaiiire ('oinniissinn 

\Y. 1). Mastkrson, Esq., and 
William C. Garrf.tt, Esq., 

Attorneys for various plaintiffs 
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Frank (!. Newman, Esq., 

Attorney for Joseph L. Massie, a plaintiff 

liU'HAKD J. Rubin, Esq., 

Attorney for Plaintiff Asarian in 74 Civil 11)42 

Edward Laraton, Esq., 

Attorney for Plaintiff Rubinstein in 74 Civil 12.*.< 
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Attornevs for Defendants Alexamler Crant and 
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Richard I*, l.asko. Esq., id'Counsel 

Caiiii.i.. (Jordon, Son nett. Reindeer Oui., Esqs., 

Attornevs for Feat, Marwick & Mitchell 
Michael I*. Tierney, Esq., of Counsel 

Winthrop, Stimpson. Putnam & Roberts, Esqs., 

Attorneys for Defendant I rvin^ Trust Co. 
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Theodore M. \V eitz. Esq., and 
Stephen A. Weiner. Es<|.. of Counsel 

Simpson, Thauhkr & Rauti.ktt, Esq., 

Attorneys for James F. Coonan in /•’> rher 
Kenneth R. Eoiran, Esq., of Counsel 

Ti.xzi r, CiRK.ENnT.ATT. Faet.on & Kapi.an. Esq., 

Attorneys for Defendant Hilary H. Evers 
Richard Kaye, Esq., of Counsel 

Pnixs. Feamm & Si’sman, Ltd.. 

Representing!: Plaintiff Flanun 
Arthur Susnian. Esq., and 
Richard II. Prins, Esq., of Counsel 




212a 


Transcript of Hearing, September 12, 1V74 

Mjlbank, Tweed, Hadley & McCloy, Esqs., 

Attorneys for various defendants 
Roger Boyle, Esq., of Counsel 

Nickerson, Kramer, Lowenstein, Nessen, 
Ka.viin iV Soli., Esqs., 

Attorneys for Security National Bank (sued as 
Royal National Bank) 

Robert M. Heller, Esq., of Counsel 

Baker A Potts, Esqs., 

Attorneys for Republic National Life 
Insurance Company 
William C. Marv in, Esq., 
and John Held. Esq., of Counsel 

Kars, Goodkind, Wish seek & Berstein, Esqs., 

Liaison counsel for plaintiffs 
Stuart D. Weclisler, Esq., 

Samuel K. Rosen. Esq., and 
Robert Scbaebter. Esq., of Counsel 

Woi.k, Popper. Ross, Wou A' Jones, Esqs.. 

Of Counsel to Sheldon Barr, lead counsel for 
debenture holders 

Lester L. Levy. Esq., of Counsel 

Arnold Porter, Esqs., 

Attorneys for Westhoimer, Fine. Berger & Co.. 
Werner Kronstcin. Esq., of Counsel 

Booth & Baron, Esqs., 

Attorneys for Standard Si Poor Corporation 
George C. Baron, Esq. 

The Clerk: Securities & Exchange Commission 
Republic National Life Insurance Company et al. 
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Are counsel ready! 

The Court: I have read your brief, Mr. Sims. How are 
you going to be able to operate in the dark when you are 
located in Nashville? Do you want to displace the man 
that we have selected as the liaison counsel! But you are 
at such a great distance, and you don’t have an office here 
in New York, so that it seems to me that you are just 
flapping your wings, aren’t you? 

Mr. Sims: If your Honor please, yesterday afternoon 
1 met Mr. Wechsler in the Garrett case, and we reviewed 
our respective positions in the litigation, and first, if your 
Honor please, I want to assure you that my effort in this 
regard is not to bombard the defendants with separate dis¬ 
covery and not to in any way circumvent the order that 
your Honor put out for discovery purposes, but in this 
meeting yesterday we worked out an arrangement for the 
handling of the lead counsel duties in regard to what we 
call the merger cases as distinguished from the open market 
cases. 

Your Honor will recall that there are three merger cases. 

The Court: 1 am very familiar with it. You don't have 
to go back. Just keep going forward. 

Mr. Sims: All right. The agreement, subject to your 
Honor's approval and with strong assurances to all the 
defendants that we will not use our position to separately 
bombard them with discovery requests, is that in the Syna- 
con case our firm would be designated as lead counsel. In 
tin* Garrett class action, Mr. Masterson for the Kilgore & 
Kilgore firm in Dallas will be designated as lead counsel, 
and in the Rubinstein cases, Mr. Labaton will he designated 
as lead counsel, so that Mr. Wechsler’s position will be lead 
counsel for the open market cases, and we will be lead 
counsel in the three individual suits, each one of which will 
have its lead counsel. 
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We have discussed with Mr. Wechsler and ourselves tile 
meeliauics of how we eau work this without problems to 
the defendants and to each other regarding expenses and 
t hat type of thing, and we would submit that to your Honor 
for approval and will he glad to prepare an order in that 
regard. 

The Court: Well, what you are telling me is that you 
are going to have a hunch of leaders. Who are going to he 
the followers? 

Mr. Sims: Well, in the merger cases, each is so distinct— 

Tin* Court: Each distinct from the others? 

Mr. Sims: Yes, sir. Each has its own matters of proof, 
its own problems. Some of that is common, hut then* are 
distinctions in these cases. 

The Court: I don’t understand that at all. It seems to 
me that the same nucleus of operative fact applies to each 
of the three merger cases. 

Mr. Sims: Well, much of it is common, hut there are 
distinctions. If your Honor please, there are common mat¬ 
ters of proof between our cases and tin open market cases. 

The Court: That is the reason why the Multi-District 
Panel thought that we ought to have one coordinated, con¬ 
solidated operation instead of fractionating it all over the 
country. 

I don’t understand how you or Mr. Kilgore or anybody 
else in Texas and Tennessee can operate in pre-trial pro¬ 
ceedings in New York. 

Mr. Sims: Well, if your Honor [(lease, it requires with¬ 
out question that we would have associate New York 
counsel. 

The Court: Well, what advantage has been served? If 
you have to have associate New York counsel. I have given 
yon one. ff this is a competition for fees, please he assured 
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tliat I am not parceling out the captaincies here in order to 
sot up Fees for anybody. 

Mr. Sims: That is not part of my quest in this case j>t 
this point. No. sir, \\e think that the consideration in our 
case, the fact that we are not a class action, tin* fact that 
we are not a derivative action in the case, the fact that our 
case arises from what we charge is face-to-face fraud and 
breach of contract, the fact that our evidence in that regard 
is different, is not part of any of the other cases, makes our 
case that much different. 

The Court: I don't think that there is any difference at 
all, frankly. It seems to me that the same nucleus of opera¬ 
tive fact is going to apply, with some trimmings here and 
there. Somebody is going to produce a contract and say. 
“I have a warranty." Somebody else is going to sa\. "In 
addition to what is being charged here generally as the 
failure to disclose, there were ailinnative misstatements.” 

All of that seems to me to he subject matter that can he 
covered in one set of inquiries. 

The whole purpose of the multi-district district system 
is to get away from all these competitive efforts that you 
speak of when there is one basic fault involved. It is either 
fraud aflirmatively or failure to make statements and the 
consequences of all of that. The consequences may hav e to 
he tried out separately, in separate trials, when you go hack 
to your respective jurisdictions, if that is the way the cases 
are going to he handled, hut the whole purpose of the multi¬ 
district procedure is to have a coordinated pre-trial prep¬ 
aration of the cases, and 1 don’t see how your clients are 
advantaged by pulling away and talking to the defendants 
separately. 

Now, the arrangement is to try and funnel it through 
one set of hands so as to keep it clear. There is no objec- 
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tion on the part of any associate counsel to take np with 
those who are the leaders or the liaison counsel particu¬ 
lar aspects that they want to go into. That is like a junior 
making suggestions to the senior as to what question is to 
he asked. And there is no great premium on who asks the 
question in pre-trial. I mean, you are not before the jury 
then, and the dramatic pose of any particular lawyer 
doesn’t make the slightest hit of difference to the stenog¬ 
rapher who is taking it down. It is not a public forum. 

So it seems to me that the only sensible way to conduct 
this case is to funnel it into one area, and if you have 
suggestions, to present them to the people who are repre¬ 
senting those interests for inclusion in the matters to he 
covered. 

When a conflict develops or an inconsistency in the repre¬ 
sentation develops so that there is prejudice to a particular 
side, that can he called to my attention in very short order 
by a telephone call, and you will get a telephone answer 
or you will get a face-to-face answer at once. So that there 
won’t he any delay in your rights. 

In the event that you feel that there are particular docu¬ 
ments that are required, you must present your schedule 
in a letter form to the liaison counsel, who will then see 
th.it it gets tunneled out to the proper parties. 

You will make your own examinations. You will he 
given notice of everything. You will have a full oppor¬ 
tunity to examine the papers as thev come in, and you won’t 
have to hire other counsel in New York—unless you want 
to. That is your prerogative. 

There won't he any way in which you can get ahead of the 
pack unless you have a decisive position which warrants an 
immediate summary judgment. 

Some plaintiffs—Mr. Kilgore’s clients, I gnoss it is— 
who think that they are entitled to he off and running with 
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summary judgment—we will hear that on Friday. But 
until that kind of a situation shows up, in order to keep 
order here and to keep this thing on a sound level, I think it 
is better to have the coordinated proceeding that the Multi- 
District Panel decided ought to be the way to conduct the 
pre-trial proceedings. 

Now, let me tell you a little bit about the procedure on 
discovery. 

All discovery up to the present time has been stayed until 
further order from me. The way discovery will proceed for 
everybody is that every!,. ,y will put his papers on the table 
first. That goes for plaintiffs, such as the Synacon plain¬ 
tiffs, and the defendants. There will be documentary dis¬ 
covery, not by requests that require a Philadelphia lawyer 
to decipher or a series of definitions apjiended to the 
requests so that every word in the request has to be defined 
every time you take a stop, hut through simple, straight¬ 
forward Knglish and requests that are understandable to 
the other side. 

If you have any requests for documents, you will submit 
them, and they will bo transmitted by the liaison counsel. 
The documents will be produced. There will be a common 
document depository that will be available to everybody, so 
that everybody will see the Synacon documents as ■well as 
the other documents that come in. 

When the documentary disclosure on both sides has been 
completed, like in about thirty days and not on a stretch¬ 
out. then we will take up the question as to what deposi¬ 
tions shall be held, where and of whom, and we will set 
schedules on that, because we arc- not going to have coercive 
proceedings, and we are not going to have obstructions in 
these proceedings, and we are going to conduct the deposi¬ 
tions, have the depositions conducted in the most convenient 
forum for those depositions, and if that most convenient 








21 Xa 


Transcript uj llcariny, S> pti mber 12, l!)7i 

forum happens to be in a particular situation Tennessee or 
Texas, that is where they will be held. 

But in order to be able to keep control of this tiling, it 
seems to me that we will take each step at a time so that 
nobody starts flying off the handle and throwing notices at 
anybody else. Notices will be given in letter form to each 
other, and each notice given will have to be a simple, con¬ 
cise statement, m elementary English, understandable to 
anybody, in the lowest common denominator. 

After that, in tlx* event that good cause can be shown, we 
will get to that abomination of all proceedings, interroga¬ 
tories. which are just a device to harass the other side and 
put the lawyer to a lot of work to produce papers that are 
never used on trials. But there may be some things that 
have to be covered by interrogatories. I won’t foreclose 
that possibility. 

f have yet, in forty-five years at the bar, to see a good 
interrogatory with a worthwile answer, that is actually 
used on the trial. But the day may come. 

Now, does that explain the position? 

Mr. Sims: Yes, sir. I think so. 

I lie Court: 11 this seems to run at odds with what you 
fellows hatched up yesterday I am sorrv, but since we have 
developed captains and generals. 1 think that since T am 
going to be the Secretary of War here. I've gol overriding 
power, and I think that it will be a much sounder, more 
efficient way of collating the information so as to get to 
an earlier trial. 

1 mean to try the cases at an early date, that is. unless 
other dispositions are made, and they will he tried at an 
early date if they are efficiently prepared, and they can’t 
be efficiently prepared if everybody is going to horn in on 
the leadership of the case. 
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Did \on want to say >«»tin*tli*iiii - f I don’t want to rut you 
oil’. Aiv you tlirnu.nh, Mr. Sims.’ 

Mr. Sims: Vos; 1 think I am. 

Tin* Court: I didn’t know win tin r you wore through. 

Mr. Susiiian: Vour Honor, my name is Arthur Susman. 
an attorney from Chicago, and wo represent the plaintiffs 
in one of the l-’lamm oases. 

The Court: Do you have the document number? It is 
useful to identify yourself and your ease. 

Mr. Susman: CA d-74 do7-C. 

Your Honor mentioned in addressing Mr. Sims that it a 
conflict occurred - I believe you wore referring to a con¬ 
flict in what documents should be produced on discovery. 

I want to just irive a very short presentation. I believe* 
the conflict has occurred and probably will pervade the 
entire litigation, uist b\ the very nature of this litigation. 

As your Honor may know, the Klannn litiiration was 
fairlv well advanced. We have a -Treat number of docu- 

meats that have already I.. produced on the matter at 

issue. 

The inherent conflict I am referrin.tr to is the conflict 
between the derivative and class actions, and 1 am only 
interested in the Republic side of the case. Tins conflict 
is inherent because of course the class action parties want 
recover\ from Republic ainontr others, and Republic is a 
fairly solvent defendant, and also because the derivative 

I.pic want recovery for Republic, and there lias .just .trot 

to be a conflict. One man can’t assert both of those causes 
of action. He’s not Republic on both sides of the case. 

I think this conflict has demonstrated—and T .just use it 
as a demonstration to show that it is really almost humanly 
impossible for one attorney to wear both of these hats, and 
1 refer vour Honor to the consolidated complaint that 
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apparently was just Piled. I received a copy <>l‘ it on Friday. 
I noted some glaring delects. I sent a letter to counsel, Mr. 
Wechsler. and asked that it not lie filed until we talk. I low 
ever, lie apparently wanted to lili it prior to this hearing, 
and I understand that. 

I don t limit M r. M eclisler I or t he consolidated coniplaint. 
hot I want to point out to your Honor that if you extract 
the Republic derivative counts, that is. Count !>. you will 
find that there is no derivative prayer. You will find that 
there has been no compliance with Rule ‘J1.1 : for example, 
there is no verification; there is no anti-collusion para¬ 
graph; there is no stockholder demand paragraph or 
futility demand on the part of the stockholders. 

Certain of the derivative claims have been dropped. 
Why. I dou t know. ( ertain of the derivative defendants 
have been dropped. Why. I don't know. 

I point this out to show that I believe there reallv should 
he another counsel involved, one whose loyalty is only to 
the derivative side ol this case. I think it is usual pro¬ 
cedure. at least in every multi-district litigation case I have 
been in. in every largo stoeklioldersca.se. that this division 
is made. 

I realize some judges take the position that, well, until a 
conflict develops one fellow can wear both of these hats. 
I think the time tor that is right in the beginning of the 
consolidated complaint. 

The Court: Are you aware that during the pre-trial 
proceedings and discovery we are not presenting 1 issues for 
trial ? 

Mr. Nusmnn: Yes, sir: I am. 

The Court: Do you think there is a conflict as to what 
the evidence that should be adduced should be? 

Mr. Susinan: Yes; T do. 
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% Tin* Court: How can there possibly he if you submit 
suggestions for documentary disclosure which are then 
transmitted and those documents are produced.’ How can 
then* possibly be any conflicts on documentary disclosure 
or deposition procedure? 

Mr. Susman: For example. I don’t know what docu¬ 
ments Mr. Weclisler is goinpr to request. 

The Court: Do you know what documents you are i^oing 
to request ! 

Mr. Susman: Xo. The cast* is not that advanced. 

The Court: You say you are at issue and you are 
advanced and you know all about your own case. Do you 
know what you want.' » 

Mr. Susman: 1 think T do. 

The Court: All riyht. Give him a letter and tell him. 
“This is what I want.” lie will add it to his requests. How 
can there be a conflict about that? 

You know, these semantic conflicts don’t impress me. 

Mr. Susman: 1 understand. 

The Court: I would like to know in detail what the con¬ 
flict is. I have tried cases that had derivative and class 
allegations and tried them at the same time. 

Mr. Susman: The only conflict T can point to at this 
time is in connection with the only document that T know 
of in this case, and that is the consolidated complaint. 
That is the conflict so far. 1 can tell you no more at this 
point. 

The Court: The fact that some procedural rules haven't 
been followed doesn’t show there is a substantive conflict. 

Mr. Susman: Well, it is certainly apparent that there 
is no boilerplate demand. Certainly he can’t show the 
futility of the stockholder demand. 

The Court: Well, you can write him a letter and call 
it to his attention. 
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Mr. Susman: Well. I asked that tli*> coni]»lnint not he 
lilod, and it was filed. 

Hif urt: This is a draft, and it isn’t even a penulti¬ 
mate fait. It is to coordinate all the claims, and there 
can he one lileil tomorrow and one after that, the da\ after 
tomorrow. 

The whole purpose of this complaint is to get organized 
for the discovery and pre-trial phase. The order that I 
entered specifically recites that tin* pleadings in each con¬ 
stituent action stand, and when you go hack to trial, the con¬ 
stituent actions will determine what will he tried and how, 
unless when we get to the trial it is agreed that a consoli 
dation of the constituent complaints can he made. 

But for present purposes you have got to start some¬ 
where, and the amended consolidated complaint is intended 
to wrap up all the claims so that wo can get on with tin* 
business of discovery. 

Mr. Susman: Well. 1 point this document out to show 
you 

I'lie Court: 1 will see to it that his compensation is 
reduced accordingly, hut tell him what you would like him 
to add in. and we will increase your compensation. 

Mr. Susman: Xo. sir. That is not the point. 

The Court: 'I'lie point is that I want to get this case into 
the discovery phase promptly, and 1 am not going to allow 
any criticisms about the procedure of other people. You 
have forty lawyers in this courtroom, and 1 think you could 
have thirty-nine different ideas as to what to do. But that 
is inherent in the trade. 

But in order to get this thing moving, here is an example 
of what could he utilized to present the substantive matters 
involved. 

It s the old story I always used to see. If vour ear was 
itchy and you wanted to scratch it. you would do it this 
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way, but then* are some fellows who do it the other way. 
Hut the ear gets scratched. 

Mr. Susman: Your Honor, T have never had the pleas¬ 
ure of practicing before you. T understand that you are 
very experienced in these matters, and, as such, I don’t 
think I am telling you anything you don’t know hv saying 
that somewhere down the li a conllict just must come up. 
I can’t predict— 

The Court: Well, some place down the line, but not now. 

Mr. Susman: All right, your Honor. 

Mr. Young: I am Harry Young, attorney for the plain¬ 
tiff in 74 Civil 1£>:i. 

Speaking to what Mr. Susman raised. I would suggest 
that it may not be a bad idea to have a liaison counsel in 
addition to Mr. \\ eschler in the liepublie cases'not from 
New York. 

The reason I say that is that—T don’t want to belabor 
the point, but being an outside, non-Xew York counsel T 
was not aware that a consolidated complaint had been filed. 

I had not seen it. No one ever sent me a copy. I was una¬ 
ware of what the order of consolidation would be until T 
received a copy, about a week ago. 

T never saw the multi-district panel brief that was filed. 

The Court: Where have you been? 

Mr. Young: Tn Chicago, unfortunately, and T— 

The Court: Do you have a case pending in New York? 

Mr. Young: Yes, sir. 

The Court: Have you got a New York lawyer? 

Mr. Young: Yes, sir. 

The Court: Doesn’t your New York lawyer tell you nm¬ 
ol’ these things? Who is your New York lawyer? 

Mr. Young: Mr. Sands was. and then— 

The Court: Well, maybe Mr. Sands ought to be galvan¬ 
ized into a little more activity on your behalf. 
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Mr. doling: Well, your Honor, I woneler—Again, my 
purpose is only to say that those documents are not being 
circulated in advance. People are not having a chance' to 
see them or review them, and that a possible' cure— 

The' Ceiurt: What docume'nts ele> you refer tee? 

Mr. Aoung: Idle multi-district panel brief, the order of 
consolidation, the' consolidated complaint, none of which I 
thought were* involved— 

I'he 1 Court: Well, the*re" is no e'xemse' for anybody in the 
case not knowing about the' things that you speak of, 
because* all of tlie'se 1 were eliseusse'd in eipem court, and if 
you want te> ge-t yeuirself em the list of parties to receive' 
copies, that is something you should take up with the lead 
counsel appointed for the- kinel e>f a claim that you have 
assert e-el from Illinois into New York. 

It would make' no semse whatever anil hog this case down 
interminably if, number one, we elieln’t have* counsel in con¬ 
formity with the' local rule about that, loe-ateel in the city, 
and. secondly, if we didn't have somebody responsible for 
communicating with tin* outside' people rather than have 
to de*nl elirectly with the outside people, outside of New 
York. 

1 am a little amazed that you are raising this point, 
because' litigation of this type is conducted on a level which 
is epiite* different from what you have indicated, and ! am 
sure that anything that you want to contribute' upstream 
to the liaison e'ounsel will be gratefully received. \nd if 
you find that the b'ad counsel who is running tlm area that 
you would like to be in is falling down on the job, call it to 
my attention, and we will get another leader. But we won't 
get two or three or four people, because then we might just 
as well give up. 

We hnv e’ got to get this case in some shape where some¬ 
body is responsible for the ultimate facts to be elicited and 
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somebody else is responsible on the other side for dis¬ 
closing them. 

I am hopeful that at some stage, although T was not 
hopeful in my discussion with Mr. Oliensis, that we will get 
tin* defendants to have a liaison counsel. It is a little 
harder there, because the interests -re diverse. Mach one 
is lighting against the idea of being involved. That is a 
little different from fighting for liability. 

So I think that the complaint that you voice can’t be 
countenanced, because the procedure that had to be set up 
by way of consolidation order and the supplemental con¬ 
solidation order in order to bring in the Texas and Ten¬ 
nessee cases, is a procedure designed to keep this case on 
an even keel and get it tried early next spring, hopefully. 

Mr. Young: 1 certainly have no— 

I'he Court: This case is not going to be allowed to carry 
mi for three, five or seven years. It is going to be prepared 
promptly, and all of the interests that have to be considered 
will be considered promptly and as efficiently as T can < on- 
trol it. 

Tf tin* case is to be tried in New York, we will hold the 
case, and we will see to it that we get an early date. If 
any part of it has to be remanded to other districts. I mean 
to send it back prepared, and then it is up to other districts 
to move their calendars. 

Mr. Sands: Your Honor, Mr. Young may have for¬ 
gotten, because of the conflict in the Multi-District Panel, 
because of the Chicago position and our unified New York 
position, there came a time when Mr. Young asked me to 
be relieved from his representation. 

In addition to that. Mr. Young has a Republic case. Your 
Honor has designated me as lead counsel for the Realty 
Equities cases. The lead counsel for Republic is 
Mr. Weehsler. 
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I did not know, until 1 hoard it in court now, that the 
consolidated complaint had been filed and served. 1 was 
amazed. 1 merely have a first draft of the copy and was 
not successful in obtaining a conference of counsel on the 
subject of the complaint. 

The Court: You accept that as the first draft of the 
complaint, and I will take the penultimate or final. Rut 
you have got to start somewhere, and T commend 
Mr. Wechsler for getting started. 

Mr. Sands: It is a good starting point, certainly. 

The Court: Now. has anybody any suggestions that 
will help us get this train on the track and running? Is 
there nnvhody who has had difficulty in lining up with the 
people that he is going to operate through? 

So far as I recall it, we have one liaison lawyer who 
also doubles for Republic: one lead counsel who deals with 
the bond situations that seem to he dissimilar, and one 
with the Realty Equity situation. 1 don't know of an> 
other divisions that are useful at this time for the present 
area, that is, the area of documentary discovery and 
getting ready for deposition procedure. 

Now, there is one further problem, and that is the degree 
to which the plaintiff Securities & Exchange Commission 
and its area of interest will dovetail into the private liti¬ 
gation. The Multi-District Panel sent the whole ball of 
wax to me for the purpose of efficiency and economy in 
expediting things, but there are some sharp differences 
between the Government suit and the private suits in con¬ 
cept, although again I think they radiate around the same 
nucleus of operative facts, and until it appears that the 
coordination between tin* Government and the private suits 
is essential in the interests of fairness to tin* defendants, 
I am not going to coordinate or direct that the procedures 
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of the Government must funnel through the private liaison 
or lead counsel, or the other way around, either, that tin* 
procedures of the private lawyers have to he tunneled 
through the SEC. 

Now. that doesn’t mean that there will he duplication 
that the defendants will he put to. 1 am going to try and 
keep that part of it from that. 

The SEC did say to the Multi-District Panel that for its 
purposes it does not require further discovery. They have 
bethought themselves differently in recent times, hut I 
don’t think that the nature of the discovery that they are 
interested in conducting will trample on the basics of the 
private cases. 

So we will let the two types of cases, the Government on 
the one side and the private litigation on the other side, 
go side by side at the moment rather than in unison. That 
means, of course, and necessarily so, that discovery in one 
set of cases as opposed to the other case will he available, 
mutually available, so that there won't be duplication on 
that aspect of it. 

1 think that the consolidated amended complaint ought 
now to he revised, supplemented and brought up to the 
expectations of all who believe that some interest 
ex]tressed in their individual complaint has not been fully 
disclosed or treated in the consolidated amended complaint. 
I will expect that that can be done within the next thirty 
days. 

Immediately after a revised proof as supplemented and 
submitted to the plaintiffs is filed, T will release the parties 
to begin to conduct the first steps in discovery, and that 
first step will be documentary disclosure on all sides, to be 
located in a document file. 

If it becomes useful because of the distant litigants to 
have duplicate files in Texas, duplicating those to be had 
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in Now ^ nrk, I wish you would work that out among your¬ 
selves. 't on don't haw to come running to mo for ovorv 
’itth* question that has to l>o resolved. You are all Jawvers. 
and you ought to he ahh* to do a great many things without 
reference to the Court. 

1 will always he available on short notice for oral 
presentation and oral determinations, so that you won't 
have the harden of preparing legal papers—always with 
the caveat that it anybody is disenchanted with the 
results he is at liberty-—and I now for then grant it—to 
have reargument of any decision I make, which can he 
presented in written papers, so that I can second-guess my 
determination, and you will have a permanent record for 
the Courts of Appeals interested, if there is any abuse of 
discretion that you might wish to bring up. 

Hut barring that. I think that you will find that the case 
will proceed lar more expeditiously on an oral level and 
far more inexpensively, it you will proceed on the basis 
that you will communicate to your ndversarv, and do it 
by telephone. 

At tin 1 end of the thirty days, as I say, documentary 
disclosure should commence, so that everybody ought now 
to he preparing his lists of what is wanted, and. as 1 saw 
those requests have to be informative and not mere drag¬ 
nets. which are not informative. Avoid all this definitional 
stuff that appears very frequently in anti-trust cases, 
because it won't be tolerated. 

In the event that tin* ultimate requests for documentary 
disclosure on each side are somehow and in some* respects 
objected to, raise those objections by communicating with 
m. v secretary through your respective leaders and liaison 
counsel, and for prompt conference I will reach the matter, 
and I hope it will be promptly decided so that you can go 
on your way. 
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Mr. Kaye: I am Richard Kaye, of Tenzer, Greenblatt, 
Fallon & Kaplan, representing Hilary II. Evers. 

Your Honor, in view of the fact that we know today 
that there will he an amended complaint in the near future, 
is it possible for the defendants to defer their answers 
until the amended complaint is served and tiled? 

The Court: I have already, at a prior time, indicated 
that no answers will lie required until an amended complaint 
and amended consolidated complaint are filed, that the time 
for answer is extended until that amended, consolidated 
complaint has been filed, and then you will have, instead of 
the usual time of twenty days, thirty days to answer that 
amended, consolidated complaint after it has boon pro¬ 
nounced to lie the one that we will go forward with. 

Mr. Kaye: That was not clear, your Honor. In fact. I 
spoke to Mr. Woohsler before the conference, and lie 
thought that the complaint had to lie answered now rather 
than within twenty days. I wanted to clarify it. 

The Court: What I wanted to bring out was that I was 
not changing time for constituent actions out of state. In 
state here, the local cases. I said the answers need not be 
served, but I was not in a position until the Multi-District 
Fane] referred to the cases to me, to instruct lawyers in 
Tennessee and Texas. That was the only thing left open. 

P>ut now. whatever their position is in their respective 
localities, it is frozen, and there need be no responsive 
pleading until the consolidated, amended pleading is pro¬ 
duced and considered to be the one on which we go forward. 

Mr. Kaye: Thank you. 

Mr. Weehsler: Your Honor. I think there was some 
implication that the draft of the complaint that was filed 
was not circulated. That draft was circulated, and all but 
two counsel commented on it. So ^ would consider the com¬ 
plaint is virtually in final form. 
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If Mr. Stisman lias miiiic valid objections, since 1 received 
a letter from Inin say ing that it was detective. without speci- 
1) in g how, I think that could possibly he done by changing 
one page, and it' anyone else has any additional pages, 
rather than redoing the entire complaint, within the next 
week, and I think we could deem that a final complaint and 
get on the move here, because most attorneys have com¬ 
mented. 

'The Court: Well. I was saying, it you can dear it up in 
thirty days, all right. hut if you can clear it up as filed, we 
will consider the complaint as tiled and amended at the 
time you file it, and you will send out a notice to everybody 
through lour satellite lawyers and ynurscll that the com¬ 
plaint is now on tile and \mi are awaiting answers from the 
defendants in thirty dny> from the date that that occurs. 

Mr. W’echslcr: Will you deem it appropriate in the event 
that only one page or two pages have to lie eluyiged to send 
out the pages.’ 

The Court: Yes. Substitute the copies of the pages 
involved and send them up to my chambers. 

Mr. Wechsler: Thank you. your Honor. 

The Court: If you want to. I will permit you to with¬ 
draw the paper that is on tile, which is not microfilmed, 
because it is not a Court-signed paper, and if there are 
supplemental notations to be inserted, you insect them, and 
then retile, and it will In stamped a second time. 

That may save a In* of vvorrv ing about whether the amen¬ 
ded pages get to th igl. nine . 

I will direct now h it the Clerk permit you to withdraw 
that filed paper and then, whim you re-file it. just have it 
stamped as .led a second time. 

Mr. Case: 1 represent three of the directors in two trans¬ 
fer eases, the Svnneon and the Dallas Miller eases. 
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l have lilnl a pleading in tin* Dallas case and not in the 
Synacon ease. These llnvi 1 clients have sued in the Now 
York actions :*! so. 

When the time for answer conies, may 1 appear at least 
for purposes of answering? 

The Court: I am sorry. 1 am not— 

Mr. Case; | am not admitted to practice in the Southern 
District of New Yolk. 

The Court: Well, if you are a lawyer in good standing 
in the community in which you practice, 1 will he happy to 
hear you: and that goes for everybody who may be involved 
in the cases. 

Mr. Sims: I have two (|iiostious, your Honor: 

The cases that were transferred here, the Tennessee case 
and the Texas case, were in some fair stages of dis¬ 
covery. One of the parties and I won't name who it is— 
filed some interrogatories. 

The Court: They are stayed. 

Mr. Sims: Sir? 

The Court: They are stayed. 

Mr. Sims: That was question number one. Fine. 

The Court: I will make it clear for everybody, once and 
for all. All discovery procedures undertaken in any of tin* 
constituent actions are stayed except as now and hence¬ 
forth ordered here during the pre-trial proceedings in this 
court of all the cases. 

As T have said, the sequence will be: one. documentary 
discovery: number two. oral depositions, and. number 
three, and only for good cause shown, showing the neces- 
sitv and revelaney therefor, interrogatory procedures. 

Mr. Sims: The other question of interest T think par¬ 
ticular! v to us and to the Garrett plaintiffs, is this: 

Tn our cases there are no class action questions pending. 
I assume from the schedule that your Honor has *et down 
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tliiit the resolution of the class action questions will not 
delay the discovery process. 

I lie Court: I hat is right. I’hat can go along as a sepa- 
rate matter. 

M r. Sims : 1 see. 

I h<' ( ourt: i think that the rules provide sixt\ days 
lor the tiling of the class action status. If it is not in there, 
I will so lix it. 

Mr. Susman: Judge. I take it from what you have just 
said that we from Lexas and Illinois do not have to employ 
local counsel. 

The ('ourt: That is right. 

Mr. Susman: Secondly. I don’t quite know what form 
this should take, hut may I ask your Honor to inquire of 
lead counsel that before any settlement discussions are 
embarked upon, that some 

The ( ourt: Is anybody rushing up with anv monev '! 

Mr. Susman: Right that I want to get it in each, that 
some notice be given to counsel, whether these settlement 
discussions are formal or informal. I envision a sharp con¬ 
flict of interest at that point. 

I he Court: Well. I haven t heard anybodv rushing 
around to dispose of this case other than by litigation. Hut 
if and when such an event commences, everybody will be 
given notice that the event has commenced. 

Mr. Susman: Well, settlement, you know, usually starts 
out usually it doesn't spring full blown. It starts out 
slow ly and gradually becomes solidified. I just don't w ant - 

The Court: You are afraid they'll settle the case? 

Mr. Susman: I only want to settle the derivative aspects. 
That is the only thing I am interested in. Hut I don't want 
to come in and find out about it when the positions have 
been solidified and the allocations have already been made. 
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Mr. Weclisler: Your Honor, that is provided for in the 
order, in, I believe, 5(f). 

The Court: \Ye will go by 5(f). 

Mr. Young: Your honor, excuse me. Ilarrv Young 
again. Mr. Sands feeling that lie has a conflict raises the 
problem ot local counsel for me, too, even though I was 
originally in the Xew York case. 

I'he Court: You have a Republic case? 

Mr. Young: Yes, sir. 

I'he Court: You address your remarks to Mr. Wechsler 
here. That is your leader, not Mr. Sands. Mr. Sands is 
Realty Equities. 

•Mr. Young: No. sir. lb* was my local counsel when 
the ease was filed. 

I’he ('mil t : Well, he ga\ e \ oil up. I le gave you up. 

Mr. Young: My onl\ question is, must I continue to 
employ local counsel, or does the same thing apply to mo? 

I lie Court: I’li.it is your option. I am not requiring 

anybody to go to tinn.. expense unless and until a 

separate position has to be staked out because of some dis¬ 
qualifying circumstances. 

The leader of your group is Mr. Weehslor, who is serving 
by appointment of the Court and need not be paid for 
by you. 

M r. Y’oung: Thank you. 

I'he Court: Does anybody else have any questions? 
Are there any defendants who want to settle? 

Mr. Wei tv.: I am Theodore YY’eitz of Winthrop, Stimson, 
I'titnam Roberts, counsel for defendant Irving Trust Co., 
in ('obeli, 74 ('ivil 11!>2. 

Y'oit mentioned sixty days after the amended complaint 
the class issue will be resolved. 

Tin* Court: I don’t think I said “resolved”. Isn’t there 
a provision in tin* order which says that there is a time 
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within which tin* rule should he complied with? There is 
something in the order. 

Mr. Sands: We had discussed sixty days for the tiling 
of tin 1 papers alter the consolidated complaint. 

The Court: There is something specific in the prior pro¬ 
ceedings on the subject. 

Mr. Kaye: At the first meeting, your Honor, I think you 
referred to it. 

The Court: Then it must he in the transcript. 

Mr Kaye: The very first meeting. 

Mr. Lahaton: Paragraph Id. your llo::.;r. 

The Court: Of what? The order of consolidation? 

Mr. Lalmton: Of the order of consolidation. 

The Court: All right. Paragraph Id of the order of 
consolidation of dune 24. 1074. reads as follows: 

"Lead counsel shall move within sixty days after 
service of the consolidated complaint provided for 
herein for class action determination under Federal 
Pules of Civ il Procedure. Pule 2d." 

Mr. Weitz.: My question again relates to defendants hav¬ 
ing- discovery of the plaintiffs in class actions prior to the 
determination of that. I believe you indicated that you 
would allow that. 

1 am not sure exactly what procedures will lie able to be 
followed by the defendant in order to get such discovery. 

Tin* Court: Discovery of the plaintiffs? 

Mr. Weitz: Relating to their capacity to represent the 
class. 

The Court: We will take that up when we come to it. 
That sounds to me like a procedure that is not devised to 
carry the case forward. 
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Mr. Susman: Your Honor, I don't want to nmko a [tost 
of mvself, lint 1 fi'l very strongly that some sort of error is 
creeping into this proceeding. 

:>(f) of the order of consolidation provides that the lead 
counsel is enter into settlement negotiations by and with 
the presence and cooperation of lead eonnsl. 

Xow. your Honor. Mr. Wechsler obviously interprets that 
to mean what it apparently says— 

The Court: Let me salve your conscience on this subject. 

Mr. Wechsler, Mr. Sands and Mr. Harr: In the event 
that it becomes propitious or somebody begins the discus¬ 
sion of settlement negotiations, you are hereby directed to 
send through liaison counsel a notice out to every lawyer 
in the case that such an event has occurred, and from there 
on we will take it up as required. 

Mr. Susman: Thank von. Judge. 

The Court: You know, we can got bogged down in a 
lot of detail that becomes entirely academic. 

Is there anybody else who wishes to be heard/ Is there 
anything else that anybody can think of that he wants 
covered / 

Yes. Mr. Sands/ 

Mr. Sands: Your Honor, with respect to the side-by-side 
discovery with the Commission. I had suggested to Mr. 
Wechsler in writing that we attempt to obtain the benefits 
of the Commission's new discovery so as not to have to 
duplicate it ? 

evidently Mr. Wechsler was unsuccessful, he tells me. 
He spoke to Mr. Altman and to Mr. Sundiek. and their posi¬ 
tion has been so far that they cannot and will not release 
any discovery which they have taken at this juncture. 

The Court: They are ipiite right, under the ruling that 
I have just made. I want the consolidated, amended com- 
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plaint in first, and than there will be documentary discovery. 
Si i to that extent. the\ are living within the rules. 

Mr. Sands: Max I ask your Honor's view: when the con¬ 
solidated complaint i> served, which we anticipate will he 
von shortly, in order not to harass the defendants into 
giving us duplicate documents that they have already given 
to the Commission, would your Honor permit us to require 
the Commission to make their tiles of documents available; 
otherwise, we will he asking the defendants to give us the 
same material. 

The Court : No; I won't do that, hut I will say that any¬ 
thing that tliex have made available to any of the defend¬ 
ants in the case may he duplicated and made available to 
the pool of private litigants, unless there is any privilege 
question involved. Is there, Mr. Sundiek? 

Mr. Sundiek: Xo. your Honor. 

The Court: I don't think that there is any privilege 
question in anything that you may have obtained or given 

Mr. Sundiek: I would like to think about it. 

The Court: All right. Subject to any problem of 
prix ilege. 

What Mr. Sands is really saying is that lie is relying on 
xoiir expertise to get a lot of things that he might not think 
of. That is what he is saying. 

If there are any documentary matters that have become 
the subject of open disclosure in the SKC case, then, as a 
general rule, it will become available, because they are pub¬ 
lic documents. 

That does not refer to your investigation, private'inves¬ 
tigations, or anything else which has not become the subject 
of disclosure in the SKC case. 

I can think of one document, possibly, that I might con¬ 
sider inappropriate under this rule, and possibly wo are 
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thinking of flu* sanu* elocument. But wo will deal with that 
at another time, it and when the disclosure problem arises. 

Mr. Xundiek: I would hop**, your Honor, that to the 
extent that our documents have been produced to parties, 
tin* private parties could obtain them from those parties 
rather than the Commission directly, if that is possible. 

I In* Court: 1 think that that would probably In* the most 
efficient way of eleung it. because the documents that have 
been produced to the private parties have been produced to 
lawyers here in New ^ ork, and it is easier to ge*t them out 
oi ,ew \ ork than it is to get them out of Washington. 

So for that reason alone I am sure that tin* defendn..'.s 
who have received disclosure will he glael to furnish tin* 
private litigants at copy rate's what they have received. 

if you have* any difficulty, call it to my attention. 

Mr. Sands: The question will have* to be a little* more 
^••neral than we wouhl lik** to phrase* our demands, because 
we don t know the* identity of tin* ilocumcnts supplied, but 
based on what yemr Honor says, we* will frame a general 
i|Ue*-stion ami obtain it in that simple* way. 

Mr. Labaton: 'tour Honor, in e*onnection with this dis- 
e'ussion e-oncerning the* availability of documents which had 
been preeeluced in tin* SKC proceeding ami possibly getting 
Irma the* de*le*ndants in that proceeding transcripts of their 
testimony, not from the SKC but from them. I was woneler- 
ing whether your Honor contemplates in the* franmwork 
outlining the* discoveries the* possibility of notice's tei admit, 
which might very well cut short the— 

I he Court: That is just a device to make the other fed- 
low work, be'sieles which you get into semantic evasion anel 
nvoielance and controversy. 

Ho it simply. First ge*t the document, then ask questions 
t*> explain the* elocument. and then see* whether you neeet 
anything e*lse. 
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^ on know, there iiiv nil sorts of tilings for lazy lawyers 
to do. I used to he a lazy lawyer, myself. 1 used to put it 
on the other lellow. yive me everything oji tliis subject and 
search your tiles and find me something that will help win 
my ease. 

That won't do. You will have to he more specific. 

M r. Tierney : I just want to point out with respect to the 
requests to he directed to the defendants with respect to 
documents that we had received from the SKC that, of 
course, in our ease, at least. 1 can tell you that a yood num¬ 
ber of the documents which we saw we did not reproduce, 
so it would lie limited to whatever we have copies of. 

I he Court: Well, don't reproduce anything that voti 
are not paid to reproduce. 

I presume that you have an exhibit file somewhere, and 
I think that it would lie uselul to avoid being beset by 
lawyers in the private litiyations to have those documents 
iti your library somewhere where they could conn* and look 
at them and point out what they want copies of. You don't 
have to yo out and search for what you think they might 
need. Non have your documents in a particular case, hut 
those who want to. that is. the liaison counsel and lead 
counsel, come in. see what they want copied, pav von for 
the copies and you yive it to them. 

Mr. Tierney: My only point, your Honor, is that it 
would not represent the complete file of documents that the 
SKC had made available for us to review, and I didn’t 
want anybody to he misled hv that. 

1 he ( ourt: When you say “available’', you mean you 
have seen a lot of things that you didn't take copies of? 
Mr. Tierney: That’s correct. 

The Court: Well, you can’t yive them a copy of anything 
that you haven't yot a copy of. 




2:59ft 


Transcript of Hearing, September IQ, 1974 

I Ik* Court: Now, I think wo lwivo prohablv concluded 011 

tlio private litigations, hut I think there arc some things_ 

Xow. you are up hero. Mr. Altman and Mr. Kundiok. and I 
want to talk to you. Is Mr. Hegartv in court? 

Mr. Tierney: Your Honor, lie is not in New York today. 
He will he available tomorrow. 

I he Court: I think that there are some outstanding mat¬ 
ters between your (inn and the Commission's attorneys. T 
will take those up in the robing room. We don't need to 
detain the rest of these lawyers. 

If there is nothing further, the meeting is adjourned. 
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Stipulation 

rXITKl) ST AT KS DISTRICT COl'RT 

So l "I - II I. ItN I ) I ST It I * T OK \|.W V({|!K 


74 civ. i i::t M.r. 

(iionoi: Katz, 

against 


Plaintiff, 


Rl.AI.TY KlJt'ITI KS C'oRI’I hjatio \ or XI W VoltK ft ill., 

I)< frndants. 


74 Civ. 124S M.r. 


Ki.NM.rii I. 11 i-:it si an, T rust ce F I*. <lSm.i:ii. I'.sta Krm:n. 


against 


Plaintiff, 


Rcprui.ic Xaiiovai. I.in: l.\sn:\vi r. Comiwm et ah. 

Ih fi ndanls. 


It Is IIkrkby Shiti.ati ii ani> Ai;i:i:i:i. by an.I hctwi on 
liaison counsel for plaintiffs and counsel for defendants 
Alexander Grant & Company C'Cranf") and Klein. Hinds 
tV Finke (“Kill** ) that tlie Order of tin* .Indicia! Panel on 
Multidistric^ Litigation filed August 22. l!>74 (M.|).|„ 
Docket \o. Ii4) and the Order of Const elation bv the 
Honorable Milton Pollack tiled Auirust 20. 1074. copies of 
which are annexed hereto, are documents related to these 
cases, and necessary to the adjudication of the appeal 
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lion-in which lias boon taken by defendant- Grant and KIIF 
and arc deemed to be part of the recoru on appeal in this 
ease. 


Dated: New York. New York 
November '27,1974 

K.\SS, G OOllKlN 1 1 , Wkchsleii & Gerstein 

My /s/ Michael 1\ Fuchs 

A Member of the Firm 
Liaison Counsel for Plaintiff's 
122 Hast 42nd Street 
New York, New York 10017 


S'1 1 . ah max & Sterling 

My /s/ W. Foster Woelen 

A Member of the Firm 
Attorneys for Defendants 
Alexander Grant & Company 
and Klein, I l inds & Finke 
53 Wall Street 
New York, New York 10005 
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Bekoke the 

.ildicial PANEL 

ox Mri/nnisri!u t Litigation 


In Re Kepuiilu' National—Realty 
Equities Seuukittes Litigation 


Docket No. 174 


Bekoiu Alkkei I’. Muuh.wi*. Chairman. anu John M in oh 
\\ isoom, Eowakli Weineelo, Edwin A. Hudson. William II. 
Beukeu*, .Joseph S. Loud, 111, and Stanley A. Weigel, 
Judges of the I’anel 

Per Cum am 

1. Ilackf/minul of Litit/alioti 

In March of 11L4 the Securities and Exchange Commis¬ 
sion filed an enforcement action in tile Southern District of 
New \ork against itepiiblic National Life Insurance Com¬ 
pany, seven of its officials, and its auditor. Peat, Marwick, 
Mitchell & Co.; Realty Equities Corporation of New York, 
two of its ollicials. and its auditor. Westlieimer, Fine, 
Berger A Co., and two other individuals. The SEC’ alleges 
that defendants violated the federal securities laws by 
participating in a massive scheme to defraud the investing 
public by concealing the fact that Realty, in which Republic 
had a huge investment, was in dire financial condition. It 
is further alleged that, as a result of this scheme. Republic 

* bulges Murrali and Mocker were unable to attend the hearing 
and, therefore, took no part in the consideration or decision of this 
matter. 
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was able to perpetuate tl.e materially false appearance that 
its holdings in Realty were valuable assets and was also 
able to report as income millions of dollars in funds that 
Republic had pumped into Realty or Realty-controlled 
companies lor the specific purpose of enabling Realty, in 
turn, to pay interest on the debts it owed Republic. 

Detendants Realty and two of its officers have recently 
entered into a consent decree with the SEC. Realty neither 
admitted nor denied the allegations in the complaint and 
agreed to take certain measures to avoid future securities 
laws violations. The action is still pending against the 
remaining defendants. 

In addition to the SK (' action, seventeen private actions 
concerning the Republic-Realty financial relationship have 
been tiled in three different districts: twelve in the Southern 
District o! New \ork, four in the Northern District of 
I exas and one in the Middle District of Tennessee. Taken 
as a whole, they involve the same as well as additional 
detendants. Plaintiffs in many of the actions purport to 
represent similar classes of Republic or Realty securities 
holders. 

As r, result of a motion by Peat, Marwick. Mitchell & Co., 
a motion by Republic and a show cause order issued by 
tin* Panel, all actions, including the SEC action, are now- 
before tin* Panel for consideration pursuant to 2S P.S.C. 
§ 1407.' Except for the SEC, plaintiffs in the Si/nercnn 
and Garrett actions and defendants Standard & Poor’s 
Corporation and A. M. Rest Company, all parties favor 
transfer to a single district for coordinated or consolidated 

1 Republic’s motion before the Panel is to transfer all actions to 
the Northern District of Texas for pretrial and trial proceedings. 
The Panel's authority pursuant to 23 C.S.C. § 1407. however, is 
limited to transferring actions for coordinated or consolidated pre¬ 
trial proceedings only. 
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|>r«*trial proceeding. The parties disagree, however, on 
whether the Southern District of New York or the Northern 
District of Texas is the most appropriate transferee forum. 
We find that these actions involve common questions of fact 
and that transfer of all actions under Section 1407 to the 
Southern District of New York will best serve the conve¬ 
nience of the parties and witnesses and promote the just and 
efficient conduct of the litigation. 

II. The Question of Transfer 

Most of the parties recognize the need for tmuster of 
all actions to a single district under Section 1407 in order 
to avoid duplication of common discovery concerning 
numerous complex questions of fact underlying the 
Republic-Realty financial relationship. Furthermore, 
transfer will eliminate the possibility of conflicting Rule 23 
class determinations and other pretrial rulings. The 
following parties, however, have objected to any transfer: 

A. Plaint ilfs in the Sjinereon and Garrett art inns 

Synercon Corporation, the sole plaintiff in the action 
pending in the Middle District of Tennessee, is seeking 
rescission of the merger between its wholly-owned sub¬ 
sidiary Forrest Life Insurance Company and Republic or. 
in the alternative, compensatory and punitive damages. 

The Garrett action is pending in the Northern District 
of Texas and involves the merger of Mercantile Security 
Life Insurance Company into Republic. An order has been 
entered in that action allowing it to proceed as a class 
action on behalf of all persons who acquired Republic 
stock by virtue of having been Mercantile stockholders. 

Roth the Sjinereon and Garrett plaintiffs concede that 
their actions share questions of fact common to all other 
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notions in this litigation. Nevertheless, they argue that 
their actions should not he transferred because the dis¬ 
covery on these common issues can be easily obtained from 
the records of the SKC investigation. They also argue that 
their actions involve discovery of many factual issues unre¬ 
lated to the other actions and that that discovery would be 
delayed by transfer. In addition, plaintiffs in Garrett con¬ 
tend that progress in their action would be unfairly delayed 
pending discovery on the issue of class maintainability in 
the other actions. 

We are not convinced that the records of the SF.C inves¬ 
tigation will provide the soh‘ source of discovery on the 
common issues between the Si/nerron and Garrett actions 
and the rest of the litigation and, accordingly, we find that 
inclusion of these actions in the coordinated or consolidated 
pretrial proceedings will promote the ,jnst and efficient con¬ 
duct and expedite the termination of the entire litigation. 
Nor do we accept the proposition that progress on the dis¬ 
covery of the asserted non-common issues will be impeded 
by transfer. The transferee judge has the broad discretion 
to design a pretrial program which will allow discovery on 
any unique issues to proceed concurrently with discovery 
on the common issues. Moreover, the class of plaintiffs 
previously designated in the Garrett action falls within the 
boundaries of class requests in some of the other actions 
in this litigation and, therefore, it is necessary to have all 
class action questions resolved by a single judge in order to 
eliminate the possibility of conflicting class determinations 
and achieve the most expeditious method of organizing the 
class or classes and nnv necessarv subclasses. 




24P>a 


Opinion and Order of d.P.M.L. 


B. SFC 

Although (ho SFC action shares coninion factual issues 
with tho other actions in this litigation, the SKC maintains 
that its action is entitled to separate treatment from a 
public policy viewpoint. 2 Since the SFC action is already 
pending in the transferee district, however, the decree of 
coordination between that action and the private actions is 
a matter to he determined by the transferee judge. 

('. Defendants Standard <(' Door's amt A.M. lies! 

Standard and I'oor's. a publislier of financial information, 
and A.M. Best, a publisher of information for the insurance 
industry, are defendants in onh Count VII of the Herman 
action pending in the Southern District of Xew York. They 
are not named as defendants in any other action in this 
litigation and, as a result, they request that, in the event 
the Herman action is transferred. Count VII he separated 
from the rest of the litigation pursuant to 2S I’.S.C. 

1407(a) and remanded to Xew York for further proceed¬ 
ings. In light of our selection of the Southern District of 
New ^ ork as tin* appropriate transferee forum for this 
litigation, the request of defendants is moot. Whether 
these defendants are entitled to separate treatment is now 
within the sole discretion of the transferee judge. 

III. 7 io Transferee District 

Certain parties favor the Northern District of Texas as 
the transferee forum on the ground that .Republic is the 
major corporate defendant in this litigation, that its home 
oflice is located in the Northern District of Texas and that, 
as a result, the key documents and witnesses are located 

“• bor a discussion of the Panel’s views concerning transfer of 
,-ivil actions brought bv the Securities and Fxchange Commission, 
see In re National Student Marketing I.ifiliation. Mi .S F Sunn nil 
(J.P.M.J.. l‘)73). 11 
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there. They also point out that Republic lias been placed 
under the supervision of the Texas Commissioner of Insur¬ 
ance and that coordination between the Commissioner and 
the transferee court will he necessary and most easily 
accomplished if the Northern District of Texas is desig¬ 
nated as the transferee district. 

Although the arguments in favor of the Texas forum 
have <m tmuu.. we are persuaded that the Southern 

District of New York is the most appropriate transferee 
lornm. Thirteen of the eighteen actions involved in this 
litigation, including tile SEC action, are already pending 
before the Honorable Milton Pollack in the Southern Dis¬ 
trict ol New 'i ork and are proceeding expeditiously under 
his supervision. While it is true that Republic’s operations 
in I exas will boa major .source of discovery, the allegations 
of misconduct in these actions indicate that Realty’s opera¬ 
tions in Yew 'i ork will be an equally important source of 
discovery. The transferee judge, of course, has consider¬ 
able flexibility to tailor the pretrial proceedings to avoid 
unnecessary inconvenience to Republic and its witnesses. 
See, e.q., Manual for Complex Litit/ation, Part I. Section 
1 rev. ed. 1 b7d): Fed. /.*. Cir. /'. 45(d)(2). Moreover, 
We are confident that, if necessary, the transferee judge will 
be able to coordinate discovery efforts with the Texas 
Insurance Commissioner to the advantage of all parties 
concerned. 

It Is Thkhksork OmiKimn that all actions listed on the 
attached Schedule A pending in districts other than the 
Southern District of New York be, and the same herebv 
are, transferred to the Southern District of New York and, 
with the consent of that court, assigned to the Honorable 
Milton Pollack for coordinated or consolidated pretrial pro¬ 
ceedings pursuant to 28 P.S.C. $ 1407 with the actions 
already pending in that district and listed on Schedule A. 
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SCHEDULE A 
Docket Xo. 174 

SOUTHERN DISTRICT OF NEW 

Securities & Exchange Commission v. Republic National 
Life Insurance Co., et al. 

Norman Miller v. Republic National Life Insurance Co., 
et al. 

George Katz v. Realty Equities Corporation of New York 
et al. 

Sy C. Sussman, et ano. v. Republic National Life Insur¬ 
ance Co., et al. 

Kenneth 1. Herman, etc. v. Republic National Life In 
surance Co., et al. 

Stanley I'erber v. Theodore I'. Reasley, et al. 

Maxwell T. Cohen, et al. v. Realty Equities Corporation 
of New York, et al. 

Kenneth Rubenstein v. Republic National Life Insurance 
Co., et al. 

Mildred Freeman & Robert Freeman v. Republic National 
Life Ins. Co., et al. 

Samuel Tisser v. Morris Karp, et al. 

Bernard Chesner v. Morris Karp, et al. 

Newton Gottlieb v. Realty Equities Corp. of New York 
Harry Asariati v. Morris Karp, et al. 


Ml DDLI 


DISTRICT OF TF.XNI' 


Synercon Corp. v. Republic National Life Ins. Co., et al. 


NORTH El»\ DISTRICT OF Tl- 

Joespli L. Massie, etc. v. Republic National Life Insurance 
Co., et al. 

Norman I’. Miller v. Republic National Life Insurance 
Co., et al. 

William C. Garrett, etc. v. Republic National Life Insur¬ 
ance Co., et al. 

Lola Flamm v. Theodore P. Beasley 


\ oRK 

Civil Action No. 74 
Civ. 1097 < Ml’) 

Civil Action No. 74 
Civ. 1115( MR) 

Civil Action No. 74 
Civ. 1137( MR) 

Civil Action No. 74 
Civ. 1225 (MP) 

Civil Action No. 74 
Civ. 12481 MP) 

Civil Action No. 74 
Civ. 12'Mi MI>) 

Civil Action No. 74 
Civ. 11°2( MP) 

Civil Action No. 74 
Civ. 1255(MP) 

Civil Action No. 74 
Civ. It>68 

Civil Action No. 74 
Civ. 1622( MP) 

Civil Action No. 74 
Civ. 1846 

Civil Action No. 74 
Civ. 1875 

Civil Action No. 74 
Civ. 1942 

IS SUE 

Civil Action No. 74- 
189-NA-CV 


X AS 

Civil Action 

No. CA3-74-116-D 

Civil Action 

No. CA3 74-207-B 

Civil Action 
No. CA3-74-206-C 

Civil Action 
No. CA3-74-357-C 
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Partial Dissenting Opinion 

Before The 
JUDICIAL PANEL 
ox Multimstrict Litigation 

- ^ - 

Docket No. 174 


IN' HE REPUBLIC NATIONAL-REALTY 
EQUITIES SECURITIES LITIGATION 


Before Alfred P. Mcrrah, Chairman, and John Minor 
Wisdom, Edward Weinfeld, Edwin A. Robson, William I*. 
Becker, Joseph S. Lord, III, and Stanley A. Weigel, 
Judges of the Panel 


Edward Weinfeld, Judge of the Panel, Dissenting in Part: 

l would not coordinate or consolidate the SEC action 
with the other actions for the reasons set forth in niv dis¬ 
sent in In n Xatioml Student Marketing Litigation, 3fiS F. 
Supp. 1311, 1319-20 (J.P.M.L. 1973). 
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UNITED STATES DISTRICT COURT 

Soi’THKKN DISTRICT OK Nk\\ ^ OKK 


IN HE 

Uepuui.K’ National Uikk. Inskhanct. Cosipanv 

and 

Rk.AI.TV Eor KIT IS CORPORATION OK Nl'.w X OHK, it III 


c% Docket 

74 Civ. lllo 
74 Civ. 1 i:i7 
74 Civ. 11!»2 
74 Civ. 122') 

74 Civ. 124S 
74 Civ. 12.').') 
74-lSil-NA-CV 
C.\::-74 2U7-H 
CA:{-74-:557-C 


Nos. 

74 Civ. 121)4 
74 Civ. 1H22 
74 Civ. 1 to is 
74 Civ. 1S4<1 
74 Civ. l v " 

74 Civ. ID 2 
(• a:; 74 11 Hi-D 
c.\::-74 2u<: c 


Court having consolidated twelve related actions 
pending in the Southern District ol New ^ ork pursuant to 
an Order of .lime 24, ID74 and the Judicial Panel having 
transferred live additional related actions Ironi other dis¬ 
tricts for coordinated or consolidated pretrial proceedings 
pursuant to 28 U.S.C. $ 1407 pursuant to an Order filed 
August 22. 1D74. 
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Oiu>i: kkh : 

1) The pro-trial proceedings in tin* five actions trans¬ 
ferred by the Judicial Panel on Multi-District litigation are 
hereby consolidated for pre-trial purposes and shall be sub¬ 
ject to the procedure set out in the Order of this Court of 
dune 24, 1074 consolidating twelve related actions. 

Counsel for plaintiffs in such actions shall supply 
copies of all documents filed in such actions to liaison coun¬ 
sel for plaintiffs. 


August 2b, 1!)74 


/s/ Milton Pollack 
I '. S. District Judfte 









AFFIDAVIT OF SERVICE 
BY MAIL 


STATE OF NEW YORK, 

COUNTY OF NEW YORK. 

The undersigned being duly sworn deposes 

and says: 


1. I am not a party to the action, am 
over eighteen years of age and reside at 


2. On the ' day of iX'diT'-f) f] , 1974, 
at about /J " o'clock (f* .m., I served a true 

copy of the annexed Joint Appendix and two true copies 
of the Brief for Defendants-Appellants Klein, Hinds 
& Finke and Alexander Grant & Company upon: 


Ira Jay Sands, Esq., 

Attorney for Plaintiff Katz 

Kass, Goodk nd, Wechsler 
& Gerstei \ 

Liaison covasel for Plaintiffs 

Kaye, Scho..er, Fierman, Hays 
& Handler 

Attorneys for Defendant 
Republic National Life 
Insurance Co. 

Cahill Gordon & Reindel 
Attorneys for Defendant 
Peat Marwick Mitchell & Co. 






Raymond F. Gic,jry, Esq. 

Attorneys for Defendants 
Realty Equities Corporation 
of New York, Morris Karp, 

Jerome Socher, Joseph P. Leuzzi, 
Eliot Janeway, A. Sam Gittlin, 

Arthur Stang and Allan H. Franklin 

Arnold & Porter 
Attorneys for Defendant 
Westheimer, Fine, Berger and Co. 

Orans, Elsen & Polstein 
Attorneys for Defendant 
Phelim F. O'Toole, Jr. 

Tenzer, Greenblatt, Fallon 
& Kaplan 

Attorneys for Defendants 
Hilary H. Evers and 
Hilary H. Evers, Jr. 

Williamson & Schoeman 
Attorneys for Defendant 
Homer Chapin 

Milbank, Tweed, Hadley 
& McCloy 

Attorneys for Defendants 
Theodore P. Beasley, C. J. Skelton, 
Ronald Rex Beasley, Robert P. Brady, 
Samuel P. Smoot and Neal N. Stanley 

Thomas G. Nash, Jr. 
pro se 

Winthrop, Stimson, Putnam 
& Roberts 

Attorneys for Defendant 
Irving Trust Co. 

Lord, Day & Lord 
Attorneys for Defendant 
American Stock Exchange 





Nickerson, Kramer, Lowenstein, 
Nessen, Kaimin & Soli 
Attorneys for Defendant 
Security National Bank, 
successor by merger to, and sued 
herein as. Royal National Bank 

Kronish, Lieb, Shainswit, Weiner 
& Heilman 

Attorneys for Defendant 
Louis Hubshman, Jr. 

Burgoyne, Michels, Rose 
& Williamson 
Attorneys for Defendant 
First National Realty 
& Construction Corp. 

Robert Haslett 
Defendant 

Everett G. Smith 
Defendant 

Hobart Taylor, Jr. 

Defendant 

David Stein 
Defendant 

Harry H. Lipsig, Esq. 

Attorney for Plaintiff Herman 

Booth & Baron 
Attorneys for Defendant 
Standard & Poor's Corp. 

Donald F. Ayers, Esq. 

Attorney for Defendant 
A. M. Best Co. 

Vial, Hamilton, Koch, Tubb, 

Knox & Stradley 
Attorneys for Defendant 
W. L. Pickens 

Christy, Frey & Christy 
Attorneys for Defendant 
W. L. Pickens 
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Jackson, Walker, Winstead, 
Cantwell & Miller 
Attorneys for Defendants 
W. N. Stannus, J. Willard Gragg, 
J. D. Francis and Sam G. Winstead 

Joel T. Williams, Jr. 

Defendant 


by depositing true copies of same enclosed in a post¬ 
paid, properly addressed wrapper, in an official de¬ 
pository under the exclusive care and custody of the 
United States Post Office Department within the State 
of New York, located at 20 Exchange Place, New York, 
New York, directed to said attorneys and defendants as 
follows: 


Ira Jay Sands, Esq. 

701 Seventh Avenue 
New York, N. Y. 10036 

Kass, Goodkind, Wechsler 
& Gerstein 

122 East 42nd Street 
New York, N. Y. 10017 

Kaye, Scholer, Fierman, Hays 
& Handler 
425 Park Avenue 
New York, N. Y. 10022 

Cahill Gordon & Reindel 

80 Pine Street 

New York, N. Y. 10005 

Raymond F. Gregory, Esq. 

280 Park Avenue 

New York, N. Y. 10017 

Arnold & Porter 

1229 19th Street, N.W. 

Washington, D. C. 20036 
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Orans, Elsen & Polstein 
One Rockefeller Plaza 
New York, N. Y. 10020 

Tenzer, Greenblatt, Fallon 
& Kaplan 
100 Park Avenue 
New York, N. Y. 10017 

Williamson & Schoeman 
60 East 42nd Street 
New York, N. Y. 10017 

Milbank, Tweed, Hadley 
& McCloy 

One Chase Manhattan Plaza 
New York, N. Y. 10005 

Thomas G. Nash, Jr. 

1410 Republic National Bank Bldg. 
Dallas, Texas 75201 

Winthrop, Stimson, Putnam 
& Roberts 
40 Wall Street 
New York, N. Y. 10005 

Lord, Day & Lord 
25 Broadway 

New York, N. Y. 10005 

Nickerson, Kramer, Lowenstein, 
Nessen, Kamin & Soil 
919 Third Avenue 
New York, N. Y. 10022 

Kronish, Lieb, Shainswit, Weiner 
& Heilman 

1345 Avenue of the Americas 
New York, N. Y. 10010 

Burgoyne, Michels, Rose 
St Williamson 
551 Fifth Avenue 
New York, N. Y. 10017 

Robert Haslett 
76 Beaver Street 
New York, N. Y. 10004 
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Everett G. Smith 
P. O. Box 743 

Milwaukee, Wisconsin 53201 

Hobart Taylor, Jr. 

375 Park Avenue 
New York, New York 

David Stein 
41 East 42nd Street 
Room 2210 

New York, New York 10017 

Harry H. Lipsig, Esq. 

100 Church Street 
New York, N. Y. 10007 

Booth & Baron 

122 East 42nd Street 

New York, N. Y. 10017 


Donald F. Ayers, Esq. 

45 John Street 

New York, N. Y. 10038 

Vial, Hamilton, Koch, Tubb, 

Knox & Stradley 

15th Floor, Republic National Bank 
Dallas, Texas 75201 

Christy, Frey & Christy 
45 Rockefeller Plaza 
New York, N. Y. 10020 

Jackson, Walker, Winstead, 

Cantwell & Miller 
4300 First National Bank Building 
Dallas, Texas 75202 


Joel T. Williams, Jr. 
Suite 711 

1811 Commerce Street 
Dallas, Texas 75201 


being the last addresses designated by the said at¬ 
torneys and defendants in the preceding papers served 


by them. 


AnJfiA h 

L~- 


Sworn to before me this 

day of P-e(t*‘Jots , 1974. 

% 

Gu4xst M- _ 


cr «RT H. K'EICH 
Noto-v Sw<e New 

No. 3t-03'C950 

COM..* - New York 

Commission E*pirw Match 30 , 










